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GOVERNMENT OF ANTIGUA AND BARBUDA

LICENSE TO CONDUCT AN INTERNATIONAL
BANKING, TRUST OR INSURANCE BUSINESS

Pursuant to Section 230 of the lmemaﬁbhai Busihess”Corporations Act,
1982, No. 28 of 1982, the undersigried hereby grants a license to conduct an
international lsbking  businessto

SWISS AMERTICAN BANK LTD.

subject to all the terms and conditions of said Act.

(For bank Ae=xst)

- Supervisor, , N

International Banks and Trost—
REGISTERED Corporations

(For insurance)

Superintendent,
International Insurance Corporations

IssuedﬁLJohn’s,Am_j a,
this &7 day of. fap. 1983

AN
SRR RN

S




GOVERNMENT OF ANTIGUA AND BARBUDA

CERTIFICATE OF INCORPORATION
AND GOOD STANDING

Pursuant to Section 9 of the International Business Corporations Act,
1982, No. 28 of 1982, the undersigned hereby certifies that:

R A A A R R

I

Swiss AMERICAN RANK LTb.

E ’

5 3

5| . o o nd .

g W incorporated under the Jaws of Antigua and Barbuda on thees-  day of B

e Rl 11983 is in good standing and enjoys all the rights. powers o

3 and privileges conferred by law consistent with the atached Articles of
Incorporation.

J --(x 7
Al g §
Director,
International Business Corporations

M

Registered at St Johnis, Antigua,
h pe
this 2 of APR(es RUCE

T S A A T

O R

o A Y

T R A B

O S S T X e O ST
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INTERNATIONAL BUSINESS CORPORATIONS ACT, 1982

FORM S Ty
% OF INTERWZ
NOTICE OF DIRECTORS W ‘
or { sep2 31097 )

NOTICE OF CHANGE OF DIRECTORS S

YEQ3 ey o

(SECTION 67 (7) & 129) =S conrys
NAME OF CORPORATION SWISS AMERICAN BANK LTD 2. Corporation #00002
The following persons bocane directors of this Corporation: Effective Date:
Name Residential Address Qccupation Citizenship
Michael Agus St. John's, Antigua Director Canadian 30 June 1997
Burton Kanter Chicago, IL USA bPirector American 30 June 1997
Brian Stuart-Young St. John's, Antigua Director Antiguan 30 Jume 1997

The following person ceased to be directors of this Corporatiun: Effective Date:
Namc Residentiat Address QOccupation Citi hi
Ronald Sanders London, England Director Antiguan 30 June 1997

The directors of this corporation 10w are:

Effective Date:

Name Restdemial Address Occupation Citizenship
Michael Agus Amor Villas., Crosbies  Directer Canadian 30 June 1987
Burton Kanter ef/o Neil Gerber &

Eisenberg Director American 30 Jupe 1997
Brian Stuart-Young Hodges Bay Directar Antiguan 30 June 1997

St. John's, Antigua

Dae ?m—ﬁm - Description of Office
16 September 1997 2 Secretary
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GOVERNMENT OF ANTIGUA AND BARBUDA
APPLICATION FOR INTERNATIONAL
BUSINESS CORPORATION CHARTER
TO: DIRECTOR OF INTERNATIONAL BUSINESS CORPORATIONS
MINISTRY OF FINANTE
1. Proposed Name: SWISS AMERICAN BANK ETD.
2. Registered Office and Name and Address of Resident Agent:
P.0.Box 230, McAlister Abkott,
Redcliffe St., P.O.Box 230,
St.John's, Redcliffe St.,
Antigua. St.Jchn's, Antigua, W.I.
3. Authorized Number of Shares by Class:
1000 Cammon Shares US$1, 000- per share.
;
4. Transferability Restrictions -- mark if applicaktle D
5. Number of Directors -- Maximum 6 Minimum 4
6. Restrictions to Corporate Purpose Clause:
To conducting an international barking business as permitted
by the International Business Corporations Act.
7. Securities Regulations Documents -- attached if appiicable
8. Licence Applications -- Banking E] , Trust D , Insurance D
9. Unanimous Shareholder Agreement -- attached if applicable
10. 1Incorporators: McAlister Abbott Coamas Phillips Esq.

PLEASE SUBMIT THE FOLLOWING COPIES OF DOCUMENTS, IF APPLICABLE:

Application for International Business Corporation Charter (1)
Articles of Incucparation {3) (One cercified copy returned]
Licence Applications (2}

Unanimous Sharesholders Agreement (2}



GOVERNMENT OF ANTIGUA AND BARBUDA

NOTICE OF REGISTERED OFFICE
OR
NOTICE OF CHANGE OF REGISTERED OFFICE

TO: DIRECTOR OF INTERNATIONAL BUSINESS CORPORATIONS

1. Name of Corporation: ~SWISS AMERICAN BANK LTD.

2. Name and Address of Registered Office:

ANTIGUA INTERNATIONAL TRUST LTD.
High Street / P.O. Box 1302
St. John's, Antigua

3. Effective Date of Change: 7 July 1992

4. Name and Previous Address of Registered Office:

ANTIGUA INTERNATIONAL TRUST LIMITED
P.0. Box 1302

Redcliffe Street

St. John's

Antigua, W.I.

5. Effective Date of Change: 7 July 1992

Date: 26 February 1997 %&&&

7gﬂorporate Director)
FOR ND ON BEHALF OF:

Antigua International Trust Ltd.
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GOVERNMENT OF ANTIGUA AND BARBUDA

APPLICATION

TO: Supervisor of International Banks
and Trust Corporations -- Ministry of Finance
FOR AUTHORITY TO ORGANIZE AND OPERATE UNDER AN
Internatidnal Banking Licence k1 1nternational Trust Licence []

PURSUANT TO SECTION 230 OF THE INTERNATIONAL BUSINESS
CORFORATIONS ACT 1982, No. 28 OF 1982.

SWISS AMERICAN BANK LIMITED

(Name of Proposed Licensee)

P.0.BOX 230, REDCLIFFE STREET,ST.JOHN'S, ANTIGUA.
(Address of Proposed Licensee)

Date Submitted: 24th March 1983

PLEASE SUBMIT THIS APPLICATION AND ALL SUPPORTING DOCUMENTATION

IN DUPLICATE ORIGINALS.

FOR OFFICIAL USE ONLY --

Received:

Tentative Licence Granteds———(C )7 i

Ordinary Licence Granted: s
Denial:

, - APR 1933
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WILLIAM COOPER. . A ' )A) ;/

(Names of Organizer (s))

(hereinafter referred to as Applicant(s)), hereby apply to the
Supervisor of International Banks and Trust Corporations, Ministr
of Finance, (hereinafter referred to as the Supervisor), pursuant
to Section 230, International Business Corporations Act, 1982,
No. 28 of 1982, for authority to organize and operate

SWISS AMERICAN BANK LIMITED
{Name of Proposed International Business Corporation)

hereinafter referred to as "the IBC", under the following:

International Bank Corporation Licence
EA R KN AKXEN A XX EXREAX E0X R DOoance

CERTIFICATE

The Applicants hereby certify that the information contained
in this application is true and complete to the best of their
knowledge and belief; further, the Applicants accept the respon-
siblity of informing the Supervisor promptly of any changes in
the information presented herein.

19 83 |

Executed this _24th day of MARCH

{Name) - - (Signature)

WILLIAM COOPER. ' L) Ji{(f{/
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If the IBC is to be controlled by a holding company, submit
the signature and title of the holding company representative.

VICE PRESIDENT

(Signature)

(Title)

SWISS AMERICAN HOLDING CO.
(Holding Company)

SWISS AMERICAN BANK LIMITED

REDCLIFFE ST..
ANTIGUA.

NOTE: All organizers must sign the Certificate
1. Proposed name of IBC:
2. Proposed Address of IBC: P.0.BOX 230,
ST.JOHN'S,
3. Proposed capitalizatién of- IBC:
Capital: Uss1,000,000- No. of Preferred Shares:
Surplus: - Par Value: -

4. Proposed directors of IBC
directors of IBC):

(Name - Occupation) ~

BRUCE RAPPAPORT

1,000

No. of Common Shares:

Par Value: Uss$1l, 000~

(All organizers nmust be proposed

~ (Address: City & State)
°5, Quai du Mont Blanc,
1201 Geneva, Switzerland

FREDERICK ROCKEY

5, Quai du Mont Blanc,
1201 Geneva, Switzerland.

Warnerton Farms, 3677 Bradbury Road,

MARVIN WARNER Cincinnati, Ohio 45245 U.S.A
2374 Grandin Road,
BURTON BONGARD Cincinnati, Ohio 45208. U.S.A

STEPHEN ARKY

700 South Alhambra Circle,
Coral Gables, Florida 33146. U.S.A.

WILLIAM COOPER

P.0.BOx 230, St.John's,

Antigua.

5. Name, address and telephone number of person authorized by
Applicants to receive correspondence for them:

William Cooper: Tel.
P.0O.Box 230,

Redcliffe St.,
St.John's,

Antigua.

24460.
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Attach a list of all the subscribers to the capital stock
of the IBC, showing name, place of residence, and number of
shares subscribed to. Any changes in proposed subscribers
shall be reported promptly to the Supervisor, and in any
event, within 30 days of prior to opening, whichever occurs
first. - See Attachment A.

Are any of the proposed stockholders of five percent or more
of the IBC's stock, other than directcrs and officers, con-
nected with any other banking or trust institution by way of
employment, directorship or ownership? If so, describe such
relationship. ~ None.

Submit biographical information for each proposed director,

officer and subscriber tg five percent or more of IBC's stock.
- See attachment B.

List the qualifications of the proposed directors and officers

to cperate an internatdonal -or trust corporation successfully.
- See attachment B -~

Are any of the proposed directors or officers of the IBC
connected with any other bank or trust institution by way of
employment, directorship or ownership? I so, describe such
relationship.

~ See attachment C.

Have any of the proposed directors, cfficers or proposed
stockholders of five percent or more of the IBC's stock ever
been charged with or convicted of any criminal offense? 1f
s0, give details, including status of case. - None.
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Attachment A.

SUBSCRIBERS TO STOCK

SWISS AMERICAN HOLDING COMPANY * 1000 Shares.
Galindo, Arias & Lopez,

Apartado 8629,

Panama 5, PANAMA. C.A.

* Swiss American Holding Company is wholly
owned by a consortium of :-

Inter Maritime Bank,
5, Quai du Mont Blanc,
1201 Geneva,
Switzerland.

Home State Financial Services Inc.
2727 Madison Road,

Cincinnati, Ohio, 45209,

U.S.A. -
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Senate Permanent Subcommittee
On Investigations

EXHIBIT # 61b

Bank Ownership
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. MAY 8 -1978 -
ST M darvey Y. Delapena, Jr. B e or e 1111, 1978
b—~pril 11, 1978
#aomf wp, Robert van Marx I CALL RE’S:;.W““‘ A Bumrem Orsanar:
Surtiga 1
¥u PORY-BTINE

Geneva CUSTOMER PRCEPELT
STNTE (OR COUNTRY) Switzerland a a
PLASON(3) CONTACTED IMTLEAOSITIONT RO REFIRENCT
Hr. Henri Mattis

g ¥r. Sruce Rappapert

L

o

3 CALL FOLLOWAW DATE

3 CHECK APPROPRIATE ”X!a.

) CALLED ON O meupHoneD O cornesror.oen

O INTERTAINED:

IFUNCTIOND

tvalvanionor mauLTs: [Jvanvooco fJacco Jram  Jroom  [Owtaanve  [Jwo tvatuation
SMURVICES OFFERTD:

FUMMARY OF CALL RESULTS:

Messrs. Flanders and van Marx called on Mr, Mattis on April 10 and
a9a4n on April 11 to meet s1s0 with Bruce Rappaport. Our luncheon for today
w3 cancelled because they are holding an extraordinary mesting,

Mr. Rappaport has gotten together with the Gokal Srothers, Pakastanians,
who will put 1n Francs £,000,000 of capital for 201 of the bank. The Gokal's
ipparently are low-keysd, but extremely wealthy Pakastanfans who own and operate
at least 200 dry-cargo ships and have their ﬂn?on in numerous companies. Part
of the a¥nunt 13 that the Sokals wil) do at least $200,000,000 worth of business
thruu?h ntermaritimg Bank per yuar, s a starter. This business will consist
Targely of Yettar of credit business, for which Intermaritime Bank at this moment
13 rot equipped.

EXPLAIN BRISPLY

Mattis has made a study and has contacted severi) retired letter of
credit department heads whe wil) be willing to work for the bank for a brief
period 20 break 1n his own staff, He wanted to know 1f we would be interested
In assisting them, not 10 such in the confirmeticn of Tetters of credit, but
as retmursing credits. e explafned to him that we would be happy to act on
their telex tuthority, dut would not want to get involved in seeing the ictual
credits of copfes thereof, this {n order not to get ‘nvolved in boycott
clauses complicatfons.

SYNOPSIS OF CALL

This morning, Rappaport told Mr. Mattis that he alresdy made irringements
for handling of lettars of credit through Credit Sufsse in London and Geneva.
Their main benk {n Switzerland s Credit Sufsse in Lausanne.

AMPLIFYING DETAILS

Rappaport continues to operate at a remarkable speed, consuming one deal
after an other. It 3 fortuns thct,hc hunﬁltth ts Genaral Manager of the
Loank, who 13 the detail mn tylng up loose ands.

<

RETURK ORIGINAL PLUS___ COPIES TO:
xamg Jean Spinellf Location Ground )
20 Broad . g congionn anuas stLow sun cmtes

SFOR MO AOU I BECIAL DITAIUTION AFFECTING:
HOLDING COMPANY 1 COMER (3 s2owcn anowm i cosv,

LONDON OFF ICE

I-eessut (rve)

BNYSEN05508
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MAY 8 1978 :

aetl 11, 1978

.24

Intermaritime 3ank
ganeva, Switzerland

Rappaport askad us 1f we would be {nterested {n hindiing &
*large tmount of money* from the Middle East, which {s as far as [ can
see wuld be coming through Intsrmaritime Factoring S.A., which s a
company which up until now has mors or less been dormant. No axact size
was pentioned, but Mr, Mattis said Tatter that these asounts would be
substantial. Most 1ikely they are funds emintting from the Gokal Group.

’Rvi

~
/
/

BNYSEN05509
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Delapena, Jr. oate
By Tice Prestaint The Bank of New York 4th August. 1978
: Frederik J. Van Den Hoq:n CALL REPCRT Aet: Fuainam Owvsingment
Assistant Vice President &lmourwe O monmourng*| s OFF OIS

MAME INTIR MARITIME BANX. Cenevs Switzerland
~ T ALS T

[3) cusromen [J racerscr

TACES REPUATREY

Mr. frederick W. Rockey

31 Manager
<
-
w
=)
:‘l CALL SOLLOWAS DATE
5 CHECK APFROPRIATE SOXES:

Owe } ealtsoon [ TeLervonsn [ conresronnen

& ey Oenrenrameo: S—

AVALUATION OF RSSULTS: D VIAY $000 008 D rain D rooa D WEATIVE

rvnsss st rng somunary of il remdenl

Messrs. Ross and Van Den Hogen received a visit from Mr. Rockey.

SYNOPSIS OF CA' L

EXPLAIN BRIEILY

Mr. Rockey explained that he had joined Inter Maritime Bank two
months age after having spent 7 years with First National Pank of
Chicage in Geneva, with the main objective to develop the
commercial and investment banking side of the bank, which in the
past mainly servad as an in-house dbank for its fellow shipping
subsidiaries.

r. Rockey was awvare of our good account relationship in New York
and looksforvard to further developing our relationship. He told
us that most of their financing is still related 2o shipping,
hovever, he aims to diversify his loan portfolic. He told us that
Mz, Abbas K. Gokal, who {8 = major shareholder in Gulf Shipping
has recently became a sh holder in the Inter Maritime Group

and has contributed about SwPr 8 million in capital.

AMPLIFYING DETAILS

RETUAN ORIGINAL PLLAE ] conasva:
amt LOCATION

Mrs. Eleanor 0. Clark 20 Broad/Gr. F1.

“FOR NON-ROUTINE SPECIAL DISTRIBUTION 4FFECTING:
#OLOING COMPANTY 12 COFIER)

Mr.
Mr.

H.J. Poduska
R. Van Marx

D FROLTR AROLSP 1| COPT)

BNYSEN0551p
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T P S MAY 5 - 1881

f -

The Bunk of New York Til, .38
Owen A. Brady

o CALL REPORT oo
N . John A. Ross ‘ @lou?ml G~°"-'°U"“" ::’-::r’-cncwm:
Inter Maritime Bank, 5, QUAL CU FONI=-BI3INT,

N4ME  CH-1201 Geneva. Switzerland. T evsromea (J wnosercr
[PERSONIBI CONTACTID (TITLE/ 7G8I T1EAT TRSIC XTI URTwET -
Mr. Frederick W. Rockey.

9 Managing Director.

<

=

w

s

: CALL FOLLIW-LP DATE

L() CHECK APPROIMIATE $OxES

EF we } EJcacLeo on 3 reLermonto [J commEssONe .3
O ey Oenverramen: _
RELT4AE-1T
EVALUATION OF AZEULTE: Dvuvaooe Docoa Du.- G'oo- Ducn-u
130rvecws 0/ oved snd navemery of coM remrivs)

-

Z

<

o

w

o

2

i

“w
1
EXPLAIN BREPLY
The purpose of this visit was two-fold: one to introduce Owen to Frecd
Rockey. so that Owen would have a better understending of the nature cof
Inter Maritime Bank. Secondly, to discuss various options open to us

w| regarding renegotiation of the Ban Chu/Ben Chuan shipping loans.

o

2] as 7 was weil aware, Fred reiterated the fact that Inter Maritime Bank

8] 1a $t4ll very much dominated, business wise, bty Rappaport’'s various

g businesses, particularly on the liabiiity si1de. In Switzerland, the

5| natural asset offset to this are depcsits and dve from banks. Under

«| Swiss law. the bank is forbidden to hasve an eaxposure to 1ts principle

&| shareholder beyond a fixed ratic agains:z capitalisation. Because the tota!

i capitalisation of Inter Maritime Bank is no more than $20 million apprcx-
imately, the bank‘s total exposure to Rappaporft’'s Varigus enterprises if
no more than approximately $4 million.

There is no business deavelopment programme. other than that done by
Bapnanare with hig friends bl b

ALTUAN ORIGINAL P L8 z corieg YO
LOCATION

Namt f‘r. Q.A. Brady
Hrs. Eleanor D. Clark 48 Wall/19th F1,

Ic:
|
\
1

SFOR NOWROUTING PUCIAL DISTRIBUTION AT FECIING
HOLOING EOMPANT 17 £OF-E81 Q ANOLER CAGLS 11 cOnYs

BNYSENGS5524
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COMTINUATION 5 PALS \981‘

Call report dated 23rd April. 1981, re Inter Mar:time Bank
Geneva., dictated by Mr. J. A. Ross

The main purpose of the bank is simply to recycle the
enormuus cash position that Rappaport's various enterprises
maintain. Furthermore. therc is no likelyhood of a position
change in the near future.

ced asked if we would consider a foreiga exchange line and
neicher Owen nor 1 saw any reason why we shouldn‘'t. particularly
oX Inter Maritime Bank has placed large deposits vith us. which
exceed, by three-fold, our deposits to them.

W2 also discussed renegotiation of the Ban Chu/Ben Chuan s' .ppirg
loans and what was determincd was that Rappaport’'s main concern
was the rate of interest. i.e. LIBOR plus 2 1/4% nargia. We
offerad to renegotiate on several basis, i.e., reduce margin.
increase the length of the loan. increase the amount autstanding
on each vessel. etc.. etc. - Apparently. Rappaport had not. as yet,
had time t3 consider precisely what it was he did want. although
obviously it has been established he does not likxe paying LIBOR
plus 2 1/4x. Originally, wve thought that it was the margin of

2 1/4% that upset him. in view of the fact that the market now

1s no .more than 1 1/2 to 1 5/8X. Apparently. huwever. his main
concern was the total rate of interest and wished us to consider
some form of fixed rate finan-ing. I informed Fred that we would
be perfectly happy to consider this, provided we could match-fund
ourselves. However. at the curcent moment, I thought this was
il.-advised on their part. because there 1s relatively very lictle
difference between six month LIBOR and five year LIBOR.

In conclusion. he decided to pass my commentst on to Rappaport
and await his reaction.

BNYSENO05525
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e —— —___W wR 3 S
/ sean Tz LIONY The Banh of New Yora
Jenom . oteise . CALL REPORT
e | Onourme

L NAME TNTERMARTTIME MANAGEMENT S.A., leneva, Switzerlarz.
\'lllo~ CONTACTRL ITITLE/ SO T IOm! LIS I LI T4
' Gavig vallace, Director of Finance Ban Chu/Beny Chuan
Al Ben Cilliat. Vice President of Finance latermaritine 3ank
2 Jacques Jones
21 Freg Rockey
o
S
<1 AL sociomue 0ate
21 e drvagenartaena -

o Owe } Dearteoon O recermonen ([ cornesroncen
D rmer X enteaTaneo Luoqheon

I tvacuation or mesuirs O vesvcooo Deooo a-

BT

(@R Oaearve

T emvicet 01teret ind wmematy o1 Cat meits
David wallace and 8en Cilliat entertained John Farrell ang Siemars Sols.ng e ianen
Afzer lunen David wallace 1ntroduced us to Fred Rockey and we wvere aple o scenz sorc
Zime witn Jacques Jones who loows after cthe legal affairsof M. we ca! inoat

4. intermaritine.both to update curseives On Rappagort's SNIOEiNg and ainer atIiviiicy
w) and To discuss he attempt by Mosvolds to repudlate the m.v Serjayas Tty .
5; or tne grounds that the vessel was 1n poor coAJICION AN 3NC4id De yreaturely Ty
@l 2ocked.
§i -
:
b
)
SxPLain SAIEALY
The m.v. Ber]a t . (2 20 Lhe securiiy-sackage
on our Ban Chu/Beng Chuan loan. B8ath vessels are chartered 3t arouna 35,500 3ay
“TTEo Mosvolds (original owners of the smips and who 3T1ll have small second morigaces
w] R the vessels). This rate compares with present spot market rates (or sessels
i of less than $3,C00 per day. The time charters have jnother Ten Aarins sanalTsuun
i cveraii thney nave not worked cut badly (or Mosvolds - 1n Ctre 4ry Zargo 3cor =arrel
31 two vears aga Mosvolds were able to sub charter the vessels at w2 317,907 ves zay.
;’f Mosvalda are clesrly snxious to reduce their losses on these Zire
= .sed a pretext to thresten o put the m.v. Serjay:a aff nire.
<! wallace and Jacques Jones that we under1toos the commercidl pOsiiish
& MoivoT3i T4 ILTEOpE to cancel the charter. ¢ were 10l3 trat the Jisou

3
3T TG ArBICratION (with Rires 1n TNE meintime Deing 0313 1NI0 @ 10IAT escro~ 3ctu.ct
! and we empnasised our desire to work closely with owners o grotect tne .
position. The m.v. Sentosa charter 1s as yet una(fezzed. Since our rnt
maritime have ensured thet guf{icignt money wias on Tthe operati=g 8c22us: Ik
Jatest !oan instalment ($50.000 prancipal vaiue 283h Fearuary. plus inlerest

A

atruan gmiGimay reut 4 cortsto €€ Harvey V. e

vaut Location ; jone K. Farrell Saffney
£l
£leanor 0. Clark 48 wall/lgeh F1. Owen Bragy

“+ OR NON AGUTINE SPECIAL DISTRIGUTION APFECTING
B e vt O] srosen sroue s conre —
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ZONTINUATION ;

SIMATITIVE waANATIVENT 5.4

Cavid wailace u1scussed with us the decision by Lsndon brant
3% 3E SZ3 2qgounsy (Qr Sne cen yassels oo she iptes~ariiine fLeec.
wnat tne snesr volume of payments would have been %00 great for the otrancn
Iver teo nhund-ed payments per week, with many being small crew payments o
tne Far Eastl. latermaritime are now using Chase Mannattan in _ondon

t0 rancle the routine operations side of their fleet management Business.

¥e also discussed Rappapert's relationsnip with Gulf Shigping and the crabie-s
nad deen encountired an dissolving the two sNip JOINT venluce Belween “he pariies
£ssentially Rappuport wants o reduce his shipping commitments (where re 1S lasirg
money Yecause he has no captive trades of his own) and Abbas Gokal wants TO s¢..
20% sctake 1n Intermaritime Sank, Geneva. Rappaport would prefer 1o receive <asn ! -
3150and1ing the JOINT venture, whereas Abbas Colal would prefer tc offset tne sa.c
cf mis IMB shares again~t the joint venture dissolution monmies. whilst we wc:ie f
e of {1ce Jacque:n Janes received 8 telex corfirming settlement on e two vessels,
althougn :t acoedred from subsequent negotiacions that the terws of tne setlisme
were not totally clear. 1t 3s likely shat the dispute may cintinue (or some

Curing lunch Bem Ciilliat menzioned that Rappaport now held some 7.5% of The BSarr of
Newv York and that ‘e had recently gurchased some mare shares at $&2. Mis averaae
buying price was «3Timated at $28 per share. David wallace. wh, looks afzer most <
Rappapor:'s perscnil investments, INlpping interests and his 1 .terest in [¥B anZ various
o1l refineries. oigd us that Rappaport would havea large casn {low ceflicit 101982

His shipping 1n)2resty were losing money and he had very heavy losses i1n nis 3eljian
and Antiguan o1l r:fineries, both of which were teing operated
ievels,

ell 92low oreas =aver

we were jeft with the impression that tne depressed state ¢ mcst of Racpapori's
Susiness 1nveitmeats nad created a low level of morale at iMS 3nc that happan s
day to day influence :tself vas now less, particularly after Nis neart attack o@ i
end of fast year.

BNYSEN05535
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/.
M SWISS — AMERICAN NATIONAL BANK OF ANTIGUA

A

March 11, 1893

Ma. Donna Alexander

Vice President :
NationsBank International Miami
Latin American Region

80 Southwest 8th Street, 22rd Floor
Hiawi, Florida 33130-3047

Dear Ms. Alexander:

As discussed. we Wish to expand our relatiomship with NationsBank in varicus
areas; clearings, collections, wire transfers and L/C’s and ask you to
consider the establishment of a line of credit for the confirmatica of our
L/C’s. To this end, I am pleased tc enclose draft copies of our 1932 audited
statements. Final, signed copies are expected to be availakle in two weeks
with no material alterations. In addition, I would lize to provide you with
some background infermation regarding the Swiss American Bank Group. Although
your account relationship is with Swiss American National Bank of Antigua, I
think it is appropriate to review the group as a whole and then discuss the
role of Swiss American National Bank of Antigua.

The Swiss American Banking Group consists of Swiss American Holdings 54, a
Panapanian company which owma 100% of Swiss American Bank Ltd, Swiss American
National Bank of Antigua Ltd and Antigua International Trust Ltd. Swiss
American Holdings SA is wholly owmed by the Intermaritime Group in Geneva
which has significant interests in oil refining, transportation, banking and
real estate development. The net worth of the Group as a whole is well in
excess of US $ 1.0 billion and is owned by the Rappaport family. Important
holdings of the Intermaritime Group include an eight percent interest in the
Bavk of New York, the Intermaritime Bank in Geneva, a joint venture with the
Bank of New York that vecently acquired the Security Pacific private banking
operations in Switzerland, Hong Kong and Uruguay, and the Belgium Oil
Refinery, which is largest independent oil refinery in Europe.

The Swiss American Bank Group has numerous relationships with other financial
organizations which include Bank of New York, Bank of Awerica, Chase
Manbattan, Toronto Dominion, Midland Bank PLC, Mational Westminster, and Bank
of Bermuda. In addition, we are principal members of Visa and MasterCard. We
also place investments on vehalf of clients and for the Bank's own accowst
with Dean Witter Reynolds, Merrill Lynch and Shearson Lehman Brothers.

Swiss fmerican National Bank is a domestic retail bank that offers a full
range of commercial banking services in Antigua and is  regulated by both the
Ministry of Finance and the Bastern Caribbean Cesntral Bank. It operates
rrincipally in EC Dollars and its clientele comsists principally of local
merchants and individuals. Swiss American Natioral Bank has five full secvice
branches in Antigua and has a 15% market share as measured by deposits.
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,ANBANK

March 11, 1993
Ms. Donna Alexander
Page 2.

This is a significant share of the wmarket in view of the competition that we
face; there are a total of nine retail banks operating in fAntigua, six of
which are branches of major multinational institutions. Although we endeavor
to provide the highest quality of service on the island to & broad range of
clients, we have targeted the travel and entertaimment industry as our
particular market niche. We have been successful in this area, thus providing
the best internaticnal banking services available here.

Swiss American Bank Ltd was incorporated under Antigua’s International
Business Corporations Act in 1981 and is regulated by the Ministry of Finance.
We provide general banking services in six major carrencies.  However, wue
emphasize our US dollar private banking services as our clientele consists
principally of high net worth individuals residing in North America and
Eurore. -

Antigua International Trust Ltd is incorporated under Antigua’s International
Business Corporations Act, and provides trust services, corporate formation
and secretarial services to our international clients, AIT administers
approximately 1000 Trusts and IBC Corporations.

Pannell Kerr TFoster is our external auditor and we have recently contracted
Coopers & Lybrand to perform ongoing internal audits.

The Swiss American Bank Group employs a staff of 62 and shares a Management
team which consists of the following key individuala:-

John Greaves, General Manager Senior manager with Barclays
- International for sixteen  years
before joining S$wiss American in
1886. Mr. Greaves completed his
graduate work at the London School
of Economics.

David McManmis, Deputy General Manager Held senior positions with Lloyds
Bank Internatiocnal for ten years
prior to Jjoining Swiss American in
1986. Mr. McManus holds a Maaters
Degree in  Economics  from the
University of Miami.

iester Andall, Operations Manager Joined the Bank in 1990 after having
served as Operations Manager for
eight  ysars at the HNational

Commercial Bank of Grenada.
Hr. Andall holds an MBA& from the
Henley Management College UK.
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March 11, 1983
Ms. Donna Alexander
Page 3.

Kenneth Fisher, Business Manage

Romell Tiwari, Financial Contro

3725

T

lier

Joined the Bank in 1990. Mr. Fisher
served with Royal Bank of Canada in
various managerial positions around
the Caribbean during a sixteen year
period.

Prior to Jjoining the Bank, Mr.
Tiwari worked as a manager with
Price Waterhouse in Antigua and as
an accountant at Shell Antilles in
Barbados. Mr. Tiwari is a certified
accountant.

Cur Board of Directors include the following individuals:

Mrs. Susan Wilson, Accountant

Mr. Burton Kanter, Attorney
Mr. John Greaves, Banker

Please do not hesitate to

information.

Regards,

DL

David A. McManus
Deputy General Manager

DAM/md

Encl.

DMD2055

- Hamilto

Chicago,

contact me if your require

n Bermuda

Mr. Ronald Sanders. Business Consultant - London

Mr. Alan Thomson, Business Consultant — Hamilton Bermuda

I11. UsA

— St. John's, Antiuga

any additional
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N SWISS AMERICAN BANK LTD.
7\

March 05, 1993

Mr. Thomas Walff
Vice President

Bank of America

1000 Brickell Avenue
Miami, Florida 33131

Via Fax No: 305-530-4150
Dear Mr. Wulff:

A8 discussed, I would 1like to provide vyou with some bvackgeound information
regarding the Swiss American Bank Group. Although yowr account relationship

is with Swiss American Bank Lic think 1t is appropriate to review the group
a3 a whole and then discuss Swiss American Bank™s role.

The Swiss American Banking Group consists of Swiss American Holdings G4, a
Panamanian company which owns 100% of Swiss American Bank Ltd. 3wiss American
National Bank of Antigua Ltd and Antigua International Trust Ltd. Swiss
American Holdings SA is wholly ocwned by the Intermaritime Group in Geneva
which has significant interests in oil refining, transportation, banking and
real estate develorment. The net werth of the Group as a whole is well in
exceas of US $ 1.0 billion and is owned by the Rappaport family. Important
holdings of the Intermaritime Group include an eight percent interast in the
Bank of New York; the Intermaritime Bank in Geneva, a joint venture with the
Bank of New York that recently acquired the Security Pacific private banking
operations in Switzerland, Hong Kong and Uruguay, and the Belgium 0il
Refinery. which is largest independent oil refinery in Burope.

Swiss American Bank Ltd, was incorporated under Antigua’s International
" Business Corporations Act in 1981 and is regulated by the Ministry of Finance.

We provide general banking services in six major currencies. However, We

emphasize our US dollar private banking services as our clientele consists

prgwwwm Tesiding  in North America and

Eirope. The Swiss American Bank Group has pumerous relationships with otner
““Financial organizations which include Bank of New York, NationsBank, Chase
Manhattan, Toronto Dominion, Midland Bank PLC, National Westminster, and Bank
of Bermuda. In addition, we are principal members of Visa and MasterCard. We
also place investments on behalf of clients and for the Bank’s own account
with Dean Witter Reynolds. Merrill Lynch and Shearson Lehman Brothers.

Swiss American Naticnal Bank is a domestic retail bank that offers a full
range of commercial banking services in Antigua and is regulated by both the
Ministry of TFinance and the Eastern Caribbearn Cenfral Bank. It operates
principally in EC Dellars and its clientele consists principally of lacal
merchants and individuals. Swiss Americen National Bank has five full servies
uranches in Antigua and has a 15% market share as measured by depositz.
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S.A.B.

March 05, 1993
Thomas Wolff
Page 2.

Antigua International Trust Ltd, is incorporated under Antigua’s International
Business Corporations Act, and provides trust services, corporate formaticn
and secretarial services to our international c¢lients, AIT administers
approximately 1000 Trusts and I[BC Corporations.

Pannell Kerr Foster is our external auditor and we have recently contracted
Coopers & Lybrand to perform ongoing internal audits.

The Swiss American Bank Group employs a staff of 62 and shares a Management
team which consists of the following key individuals:-

John Greaves, General Manager Senior manager with  Barclays
* International for sixteen vears
before Jjoining Swiss American in
1986. Mr. Greaves completed his
graduate work at the London School
of Economics.

David McHManus, Deputy General Manager Held senior positions with Lloyds
Bank International for ten years
prior to joining Swiss American in
1986. Mr. McManus holds a Masters
Degree in  Economics from  the
University of Hiami.

Lester Andall, Operations Manager Joined the Bank in 1990 after having
- served as Operations Manager for
eight vyears at the National
Commercial Bank of Grenada.
Mr. Andall holds an MBA from the
Henley Management College UK.

Kenneth Fisher, Business Manager Joined the Bank in 1990. Mr. Fisher
served with Royal Bank of Canada in
various managerial positions around
the Caribbean during a sixteen year
period.

Romell Tiwari. Financial Controller Prior tc Jjoining the Bank, HMr.
Tiwari worksed as a mDanager with
Price Waterhouse in Antigua and as
an accountant at Shell Antilles in
Barbados. Mr_ Tiwari is a certified
accountant.
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S.AB.

March 05, 1993
Thomas Wulff
Page 3.

Our Board of Directors include the following individuals:

~ Mrs. Susan Wilson, Accountant - Hamilton Bermuda

- Mr. Ronald Sanders, Business Consultant - London

- Mr. Alan Thomson, Business Consultant -~ Hamilton Bermuda
- Mr. Burton Kanter, Attorney - Chicago, I11. USA

- Mr. John Greaves, Banker - St. John"s, Antiuga

Please do not hesitate ta contact me 1if your regquire any additional
information.

Regards,

David A7 McHanus
Deputy General Manager

DAM/nd

MD1028
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n Swiss — AMERICAN NATIONAL BANK OF ANTIGUA
7\ ’

June 10, 1991

Mr. Avil Allen
Bank of America
335 Madison Ave.
New York, New York
10017

Dear Avil:

Confirming our recent conversation, we wish to close out the account of Swiss
American National Bank of Antigua and initiate a new account in name of Swiss
American Bank Ltd.

As discussed, Swiss American National Bank of Antigua is a domestic camercial -
retail bank whereas Swiss American Bank Ltd operates under the Antigua IBC Act
and caters exclusively to non residents. Both entities are wholly owned by Swiss
American Holdings Ltd., which in turn is a member of the Inter-Maritime Group
based in Geneva.

We are making this change because the time has come to better divide the
activities of the two entities and as the transactions that have been handled
through Bank of America traditionally have been more oriented towards Swiss
American Bank Ltd., we feel that we should have the account in that name.

We enclose copies of our Articles of Association and Financial Statements for
both entities, as well as a list of approved signatories.

Please advise what additional information you will require.

Sincerely,

Do J)

David A. McManus
Deputy General Manager
DAM/md

c.c. Thamas Wulff

DMMD105




3730

MEMORANDUM

Ta: Dorothy A. Kmetz 7

From: Jean-Pierre Saint Victor” .
P

Date: February 4, 2000

Re: Swiss American National Bank of Antigua

St Jphi's Antigua, W.L

After review a complete review of our files, we are providing you with the following synopsis on Swiss
American National Bank of Antigua’s ownership and The Bank of New York's exposure to the institution
since January 1, 1996:

1) Ownership

Swiss American National Ban of Antigua is 100% owned by:
a) Swiss American Holding, Panama which in turn is 100% owned by
b) Carlsberg, Bermuda which is in turn is 100% owned by
c) A charitable trust owned by Mr. Bruce Rappaport

2) Credit Lines

Our records reveal for this period that Swiss American National Bank had the following 100%
cash collateral lines with The Bank of New York:
daslae cany ST

ADV/SLC $1.2 million
ADV/SLC $1.6 million
Total: $2.8 million

$2.8 million is the maximum exposure from 1996 to 1999 year we closed the relationship.

ips

BNYSEN06059
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IN THE UNITED STATES DISTRICT COURT
FOR THE DISTRICT OF MASSACHUSETTS

Rwz
C.A. No. 97-CV-12811 (6AD)

UNITED STATES OF AMERICA,

Plaintiff,

PR

V.

SWISS AMERICAN BANK, LTD.,
SWISS AMERICAN NATIONAL BANK,
SWISS AMERICAN HOLDING
COMPANY S.A. OF PANAMA, AND
INTER MARITIME BANK, GENEVA,

g5, Hd €0 ¢ 6 uy

‘.‘7'\

Defendants.

AFFIDAVIT OF STEPHEN BEEKMAN

1, Stephen Beekman, hereby make the following statement based upon personal
knowledge and information derived from business records:

1. Iam Senior Manager at Bank of New York - Inter Maritime Bank, Geneva (“BNY-
IMB” or the “Bank”) (formerly known as Inter Maritime Bank). I have held this position since
1991. As Senior Manager, I am also Secretary to the Board of Directors, a member of the Bank’s
management committee, a member of the Bank’s credit committee, and a senior account officer.

2. T am familiar with the Complaint in this action, which was served by the United States
on BNY-IMB on March 4, 1998.

3. BNY-IMB is a privately-held baﬂk headquartered and registered in Geneva,

Switzerland. It is operated under Swiss banking laws and regulations and supervised by the Swiss

A

Federal Banking Commission.

BO-77602.01
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4 As the result of The Bank of New York’s acquisition of 19.9% of the shares of Inter
Maritime Bank in 1989, the Bank’s name was changed from Inter Maritime Bank to Bank of New
York - Inter Maritime Bank (“BNY-IMB”). See Affidavit of Stephen Beekman dated March 12,
1998, incorporated herein by reference, at para. 6. For the purposes of this Affidavit, I refer to
the Bank as “BNY-IMB” with respect to activities of the Bank during all relevant time periods.

5. Prior to December 28, 1987, BNY-IMB owned one hundred percent (100%) of the
shares of Swiss American Holding Company/S.A. of Panama ("SAHC"). During the period of
ownership, SAHC owned Swiss American Bank Ltd. and Swiss American National Bank. BNY-
IMB has never owned shares of Swiss American Bank Ltd. or Swiss American National Bank.

6. On December 28, 1987, BN'Y-IMB sold all of its shares of SAHC to an unrelated
entity in which BN'Y-IMB had no interest or control, in a transaction in which all obligations of
the parties were completed by December 15, 1988. Since the end of 1988, BNY-IMB has not
owned any shares or held any interest in SAHC.

7. The cash, which is alleged to amount to approximately $7,000,000 (“$7,000,000”),
that is the subject of this action was never held on deposit by BNY-IMB and BNY-IMB
otherwise had no control over or access to the cash (or ability to control or obtain access to the
cash) during the relevant time period. Moreover, BNY-IMB never received any of the
$7,000,000 for any purpose.

8. BNY-IMB has never maintained accounts or held funds on deposit for Joseph Murray,

Michael Murray, John E. Fitzgerald, or any business entities created by them or on their behalf by

Peter F. Herrington as described in the Complaint.
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I, STEPHEN BEEKMAN, SWEAR UNDER THE PAINS AND PENALTIES OF
PERJURY, THAT THE FOREGOING STATEMENTS ARE TRUE AND CORRECT.
EXECUTED THIS /_DAY OF APRIL, 1998 AT GENEVA, SWITZERLAND.

STEPAEN BEEKMAN

i CERTIFY THAT | SENT A COPY
OF THE FOREGOING DOCUMENT TO
COUNSEL OF RECORD BY MAIL/HARD
oeaveRY oN__ /2,95,
Frews C- Fepk

IRENE C. FREIDEL
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Senate Permanent Subcommittee
On Investigations

EXHIBIT # 6lc

Bank Leadership
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- UNITED.STATES. COURT OF: APPEALS
. FOR THE DISTRICT .OF COLUMBIA® CIRCUIT

Dlvxslon for- the\Purposefof
App01nt1ng Independent«Counsels
Ethlcs in"Government -Act® of 1978

Division No -87-1

Before: . “MacKinnon; Senlor C1rcu1t Judge, “Presiding;=
Morgan, Senidr Circuit. Judge and- Pell, s
_Senior. Clrcult Judge

REPORT OF- INDEPENDENT COUNSEL
,719 Re

'EDWIN, MEESE-IIT

Assbéiate fndependent
Counseif

e

July 5 1988 -
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evidence is insufficient to conclude that any of the offieial
acts performed by Mr. Meese that directly or indirectly
benefited Mr. Wallach violated 18 U.S.C. §§ 201, 211 or any
other federal criminal law.

VIII. MR. MEESE'S INVOLVEMENT IN THE AQABA PIPELINE
PROJECT

In the course of obtaining documents from the Office
of the Attorney General, the independent counsel learned that
Mr. Wallach and Mr. Meese were involved during 1985 in the
Bgaba pipeline project. The independent counsel investigated
the question whether their conduct violated the Foreign
Corrupt Practices Act, and whether certain official acts
Mr. Meese performed in connection with the project were
rewarded by unlawful gratuities from Mr. Wallach.

Bechtel Great Britain, Ltd., one of the Bechtel
Group of companies (Bechtel), proposed to Irag and Jordan in
1983 that a pipeline be constructed from Kirkuk, Irag, to the
Jordanian port of Agaba. Both Irag and Jordan were receptive
to the proposal; however, Iraq expressed fears that Israel
might attack the pipeline.

Iraq's fear increased as negotiations on the
Proposed pipeline progressed. By mid-1984, Iraq was insisting
that prospective lending agencies agree in advance to forgive
Iraq's construction financing obligations during any inter-
fuption of the pipeline's construction or operation caused by

an Israeli hostile act. Bechtel determined that this was an
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impossible demand to satisfy and, by November 1984, concluded
that the project would never succeed.

Bruce Rappaport, a wealthy Swiss industrialist and
financier, learned of Bechtel's problem and approached the
company with a solution. 1In January 1985, Mr. Rappaport
proposed to Bechtel that he obtain from his friend, Prime
Minister of Israel Shimoﬁ Peres, a written guarantee of
pipeline security. In addition, he asserted that he would
assemble a fund to insure the debt service for the pipeline
during any interruption caused by Israeli aggression.

Mr. Rappaport insisted in his discussions with
Bechtel that the Government of Israel would require a guid pro
quo for a written security guarantee. Mr. Rappaport then
negotiated with Bechtel an exclusive oil lift agreement
including a 10 percent discount. The agreement would generate
substantial profits for him, a portion of which he intended to
pay to Israel in satisfaction of the guid pro gquo.

In Pebruary 1985, Mr. Rappaport obtained a letter
from Prime Minister Peres in which Mr. Peres indicated a
willingness to consider providing a security guarantee in the
future.

After it became apparent that he could not obiain a
financial commitment from Israel to guarantee payment of the
pipeline financing, Mr. Rappaport decided to come to the

United States to seek United States government support for the



3739

_39_

project, and to develop an insurance fund with such goveinment
support.

Mr. Wallach was recommended to Mr. Rappaport as
someone who could assist Mr. Rappaport in obtaining support
from the United States government. In May 1985, Mr. Rappaport
first met Mr. Wallach in Washington, D.C., and retained him to
assist on the project. Within hours of that first meeting,
Mr. Wallach contacted Attorney General Meese and sought his
assistance in obtaining United States government support for
financing a political-risk insurance fund to support an
Israeli pipeline security guarantee.

The independent counsel investigated Mr. Meese's
actions in response to this and later contacts by Mr. Wallach,
as well as his response to others in connection with the Agaba
pipeline project. The investigation was hampered gy several
circumstances. Mr. Wallach asserted his privilege under the
fifth amendment not to be a witness against himself.

Mr. Rappaport was willing to give an unsworn preliminary
interview in return for full immunity. Later, however, after
entering into a cooperation agreement with the independent
counsel, Mr. Rappaport was unwilling to answer questions under
oath or agree to any additional interviews unless the
independent counsel first agreed that he could not and would
not be prosecuted for obstructing justice or willfully giving
false statements during any interview. The independent

Counsel refused to grant Mr. Rappaport the requested blanket
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immunity, and terminated the cooperation agreement. The
investigation was further hampered by the unavailability of
the testimony of key Israeli government officials, inclﬁding
current Foreign Minister Shimon peres.l/

In summary, the independent counsel's ihvestiéatidn
of the Agaba pipeline project revealed the following:

In late May or early June, 1985, Mr. Meese, knowing
that Mr. Wallach was retained by Mr. Rappaport to assist him
in connection with an overseas commercial enterprise, con-
tacted National Security Advisor Robert C. McFarlane and
requested that he meet with Mr. Wallach about the pipeline
matter.

At the time of this first contact, the gquestion of
Mr. Meese's debt to Mr. Wallach for legal fees arising from
Mr. Wallach's representation of Mr. Meese in an independent
counsel investigation had not been resolved by the court.

It was highly unusual for a Cabinet officer to
réquest Mr. McFarlane to meet with the Cabinet officer's

friend about a matter of commercial interest to the friend.

7/ By contrast, the independent counsel received the full
cooperation of Bechtel and its current and former employees;
and from the White House, the National Security Council, the
Department of State, the Department of Justice, the Overseas
Private Investment Corporation, the Central Intelligence
Agency, and others. These and other government agencies
collected voluminous amounts of documentary evidence, assisted
in the identification of potential witnesses, and reviewed
documents for security classification decisions.
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Mr. McFarlane regarded Mr. Meese as his superior and obli@ed
Mr. Meese by agreeing to meet with Mr. Wallach.

Mr. McFarlane met with Mr. Wallach and Mr. Rappaport
in June 1985, and gave his assurances that he and his staff at
the National Security Council (NSC) would assist them in
efforts to fund the insurance package.

Mr. McFarlane immediately assigned a senior staff
member, Roger J. Robinson, Jr., to oversee the NSC efforts to
obtain the requisite funding. Mr. Robinson worked diligently
with the Overseas Private Investment Corporation (OPIC), a
federal agency, and with Mr. Wallach in this endeavor.

Mr. Rappaport and Mr. Wallach took it upon themselves to
assemble a "salvage package" for the insurance fund. The
salvage package was to be a readily available fund of money
from which OPIC and another co-insurer could obtain reimburse-
ment in the event Israel broke its commitment and damaged the
pipeline.

Mr. Wallach kept Mr. Meese informed throughout the
summer and fall of 1985 of the progress in assembling the .
political risk insurance package and a salvage package for the
insurers. In promoting the project during this time period,
Mr. Wallach met with Mr. Rappaport, United States government
officials, Jordanian government officials, private lending
institutions, and others.

In mid-August 1985, Mr. Wallach received a fee of

$150,000 for his services to Mr. Rappaport. At Mr. Wallach's
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specific request, Mr. Rappaport wired the $150,000 to
Mr. Chinn's bank.8/

In mid-September 1985, Mr. Rappaport obtained from
Prime Minister Peres a hand-written letter from the Prime
Minister addressed to Attorney General Meese. Mr. Rappaport
summoned Mr. Wallach to Geneva to relate the circumstances of
his receipt of the letter and to give Mr. Wallach the letter
for delivery to Mr. Meese.

Mr. Peres told Mr. Meese in the letter that he was
"following with great interest the projected pipeline from
Irag to Jordan as a possible additive to introduce economic
consideration to this troubled land." He indicated that he
"would go a long way to help [the pipeline project] out." The
Prime Minister requested that Mr. Meese arrange a contact on.
the pipeline matter with the appropriate United States
official. He ended by noting that he had "asked my friends

Bruce and Bob to let you know the whole story," and would

8/ Expense reimbursements of approximately $32,000 from

Mr. Rappaport were concealed in Mr. Wallach's accounting
records. Mr. Wallach failed to report the $150,000 as income
in 1985, or pay taxes on it, in possible violation of 26
U.S.C. § 7201. When the independent counsel requested
production of certain of Mr. Wallach's federal income tax
returns, Mr. Wallach informed his tax lawyer of the income,
who promptly filed an amended income tax return in June 1987.
The independent counsel is referring this matter pertaining to
Mr. Wallach to the Department of Justice Tax Division for
further investigation and possible prosecution.
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"depend on [Mr. Meese's)] judgment about the best way to handle
this matter."

Mr. Wallach personally delivered the letter to
Mr. Meese on or about September 25, 1985, along with two
memoranda from Mr. Wallach to Mr. Meese of that date. The
memoranda reiterated the history of the United States
government involvement in the pipeline project since May of
1985. In the memoranda, Mr. Wallach explained the purported
significance of, and sensitivities involved in, the Israeli
security guarantee issue, and urged a direct United States
commitment to the funding of the salvage package.

In one of the memoranda which was labeled "Personal
and Confidential -- FOR YOUR EYES ONLY," Mr. Wallach
emphasized Mr. Rappaport's ties to the Israeli Labor Party,
and spoke in positive terms of the United States' interests in
a strong Israeli Labor Party. Mr. Wallach wrote:

B.R. has been financing private polls for
quite a long time in Israel on behalf of
labor-Peres. They demonstrate an increasing
strength for labor and the high probability of
elections, no later than March 1986.

He confirmed the arrangement with Peres to
the effect that Israel will receive somewhere
between $65-70 million a year for ten years out
of the conclusion of the project. What was
also indicated to me, and which would be denied
everywhere, is that a portion of those funds
will go directly to Labor.

In the second memorandum of September 25, 1985, Mr.

Wallach told Mr. Meese of a "never-to-be-stated but fully
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understood quid pro guo which helped to produce the commitment
by the friendly country [Israel]”" to the security package.

Upon receiving the Prime Minister's letter and Mr.
Wallach's memoranda, Mr. Meese sought Mr. McFarlane's advice
as to how to respond to Mr. Peres. Mr. Meese did not inform
Mr. McFarlane of the alleged secret arrangement to provide tﬁe
Israeli Labor Party with a portion of the oil pipeline
profits.

After consulting with Mr. McFarlane, Mr. Meese sent
a handwritten letter to Mr. Peres in which he suggested that
Mr. Peres discuss the pipeline project with Mr. McFarlane.
This exchange of correspondence and the second contact by
Mr. Meese with Mr. McFarlane on this subject sparked renewed
interest and activity by Mr. McFarlane and the NSC staff,
despite reports from intelligence sources at the time that the
Government of Iraq had lost interest in the Agaba pipeline
project and was developing, instead, two other pipeline
projects.

NSC staff member David G. Wigg, Mr. Robinson's
successor, accompanied Mr. Wallach to a meeting with the
President of OPIC, Craig A. Nalen, at which Mr. Wallach made a
new proposal for dealing with the salvage fund problem. Mr.
Wallach proposed a novel plan whereby Israel would agree to
assign to OPIC and the private co-insurer, Citibank, its
"right* to future United States government foreign aid funds,

if Israel disrupted the pipeline.
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OPIC General Counsel Robert G. Shanks prepared a
jetter seeking a legal opinion on the matter from the
pepartment of Justice. Mr. Wallach insisted that the letter
be addressed only to the attention of Mr..Meese; When
Mr. Shanks explained that the Department of Justice procedure
was to route a request for a legal opinion to the Office of
Legal Counsel, Mr. Wallach continued to insist, nevertheless,
that the letter be addressed and seat only to Mr. Meese.

Meanwhile, Mr. Wallach solicited the assistance of
Allan Gerson, Deputy Assistant Attorney General for the Office
of Legal Counsel, whom Mr. Wallach had recommended Mr. Meese
hire for that position. Mr. Wallach informed Mr. Gerson that
OPIC would be sending a request for a legal opinion to the
Attorney General, and that Mr. Gerson was to prepare a
positive response to the request. Mr. ﬁallach advised Mr.
Gerson that this was an extremely sensitive matter of
importance to éhe Prime Minister of Israel, and that the
project had the full backing of the NSC and of Mr. Meese.

Mr. Wallach also cautioned Mr. Gerson that no one else except
Mr. Wallach and the Attorney General should know that
Mr. Gerson would be preparing the legal opinion for OPIC.

When Mr. Gerson informed Mr. Meese that he was
working with Mr. Wallach on the legal opinion, Mr. Meese
expressed awareness of the matter and sanctioned Mr. Gerson's

actions.
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Thereafter, Mr. Gerson drafted a memorandum of law
responding to the request for a legal opinion. The Attorney
General recalled that he may have shown the memorandum to
Mr. Wallach. However, after Messrs. Gerson, Wallach and Meese
learned that OPIC General Counsel Shanks had sent a blind copy
of the request for the legal opinion to the Office of Legal
Counsel, Mr. Wallach abandoned his foreign aid assignment
proposal.

During this same time period, in mid-October 1985,
Prime Minister Peres visited Washington, D.C., and New York
City. During a reception at the Embassy of Israel in
Washington, Messrs. Meese and Wallach together and separately
engaged in private conversations with Mr. Peres in which the
Prime Minister reiterated his personal interest in the pipe-
line project and his willingness to supply his government's
guarantees on the security issue.

Within a week of the reception, Mr. Wallach and
Mr. Wigg traveled to New York City and met privately with
Prime Minister Peres. They presented him with a proposed
letter of guarantee for his signature. This letter wéé
redrafted by associates of Mr. Peres in consultation with
Mr. Rappaport. Thereafter, on November 20, 1985, Prime
Minister Peres sent a letter to Mr. McFarlane, in which he
stated that his government was prepared to give the agreed

guarantees with respect to the security of the Agaba pipeline.
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After the failure to obtain a favorable opinion from
the Department of Justice for the use of United States foreign
aid funds, Messrs. Wallach and Wigg decided to explore an
alternative plan which also would have involved funding the
jnsurance salvage package with United States government funds.
From late October through mid-December, 1985, Mr. Wigg worked
with two Department of Defense lawyers outside of regqular
channels to devise a novel plan whereby Israel would receive
an additional appropriation of $375 million in Foreign
Military Sales (FMS) Assistance funds from the United States,
and Israel would place the funds in an offshore escrow
account. If Israel took no hostile acts against the pipeline,
it could retain the $375 million; if Israel damaged the
pipeline by hostile action, the insurers could obtain reim-
bursement from the escrow account. The plan ultimately took
the form of a proposed National Security Decision Directive
(NSDD) for the signature of the President of the United
States. '

The proposed plan eventually was rejected by the ne&
National Security Advisor, Admiral John Poindexter, upon the
advice of a former National Security Advisor, Judge William P.

Clark. Judge Clark characterized the Israeli security
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guarantee arrangements and the proposed NSDD as a "protection
racket."g/

Mr. Wallach reported to Mr. Rappaport in December
1985 and February 1986 that "his friend" -- Mrf'Meese -— would
continue to support them on the project, despite “"transition
events (the departure of Mr. McFarlane in December 1985 as
National Security Advisor), holidays, and other priorities
« « «+" In December 1985, Mr. Wallach wrote that "I have
assurance from my friend that if necessary, he will engage [a]
new person on project." In February 1886, Mr. Wallach wrote
to Mr. Rappaport that he "met with my friend, who will
personally contact J.P. [John Poindexter] to arrange meeting
for me, if it is necessary to obtain signature of his superior
[President Reagan]" on the NSDD for the FMS plan.

Mr. Meese told the office of independent counsel
that he did not recall contacting Mr. Poindexter on the
matter, but that he may have told Mr. Wallach that he would
make an introductory telephone call for him.

Although Mr. Meese told the office of independent
counsel that he has no recollection of the specifics of any

conversation with Mr. Wallach concerning the ARqaba pipeline

project or of any of the details of Mr. Wallach's efforts in

9/ Judge Clark had been approached in the summer of 1985 by
Messrs. Wallach and McFarlane to assist in the Agaba pipeline
matter, but did nothing to assist the project principally
because of his concerns about Mr. Wallach's indiscretions.
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connect‘ion with the project, he has a general recollection .of
Mr. Wallach's telling him through the winter of 1985, about
his activities in connection with the pipeline matter.

The NSDD apparently was never presented to the
president. The Agaba pipeline was never built. When it
pecame obvious in January and February, 1986, that Mr. Wallach
could no longer deliver the necessary NSC support,

Hr. Rappaport dispensed with his services.

The evidence developed by the independent counsel
shows that Mr. Meese, upon learning from Mr. Wallach of
Mr. Rappaport's statements about a promised covert payment to
the Israeli Labor party, took no action to terminate United
States government involvement in the Agaba pipeline project or
even to notify other United States government authorities of
the possible existence of an illegal scheme. Instead, he took
acts to further the commercial enterprise. Thus, if an
illegal bribery scheme actually was afoot, as the Wallach
memoranda suggested, Mr. Meese's actions would have furthered
the scheme.

There is no direct evidence, apart from
Mr. Wallach's September 25, 1985 memoranda, that a bribe was
Or would be offered to any official of the Israeli Labor
Party. The independent counsel has determined that the
available admissible evidence is insufficient to conclude that
Mr. Meese's activities in furtherance of the pipeline project

Violated the Foreign Corrupt Practices Act.
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Copyright 1988 The New York Times Company
The New York Times

March 6, 1988, Sunday, Late City Final Edition
SECTION: Section 1; Part 1, Page 18, Column 1; Foreign Desk
LENGTH: 1945 words
HEADLINE: Secking Testimony in Pipeline Case: Immunity Given to a Secretive Swiss
BYLINE: By JEFF GERTH with STEPHEN ENGELBERG, Special to the New York Times
DATELINE: WASHINGTON, March 5

BODY:

James C. McKay, the special prosecutor investigating Attorney General Edwin Meese 3d, has given
imumunity from prosecution to Bruce Rappaport, the Swiss business executive who was at the center of a
Mideast pipeline project, according to people familiar with the inquiry.

The move to secure Mr. Rappaport's cooperation is significant because it suggests that Mr. McKay is
entering the final phase of his inquiry with a decision likely soon on whether to return indictmeants in the
investigation.

Mr. McKay is investigating whether the Irag-to-Jordan pipeline, which was never built, involved plans
to make payments to the Israeli Labor Party. That proposal was mentioned in a memo sent to Mr. Meese
by E. Robert Wallach, a close friend who was serving as Mr. Rappaport's lawyer in the project.

Mr. Wallach is under indictment in a separate case and has declined to cooperate with prosecutors,
making Mr. Rappaport a crucial witness. If Mr. McKay hopes to bring an indictment against Mr. Meese
involving the Federal law barring Americans from participating in actual or planned payoffs to foreign
officials, he would have to establish that there was a conspiracy to make such payments, according to
legal experts. Mr. McKay could bring charges against Mr. Meese if he could show that the Attorney
General aided and abetted a conspiracy.

A Review of Dealings: Relationships Overseas

As a Swiss citizen, Mr. Rappaport is beyond the reach of a subpoena issued by an American court, so
granting immunity from prosecution would be a way to get him to testify.

The granting of immunity to Mr. Rappaport was first disclosed by The Washington Post today. Mr.
Rappaport has denied ever planning to make payoffs to the Labor Party.
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A review of some of Mr. Rappaport's previous business dealings overseas, based on interviews with past
associates and foreign officials, shows that questions have arisen before about his personal and financial
relationships to top officials in the governments with which he was doing business.

Government officials said Mr. Rappaport's business history is relevant to Mr. McKay's inquiry because
the law barring payments to foreign officials or foreign political parties covers American concerns
"knowing or having reason to know" payments will be offered or promised.

American officials have said they did not look into Mr. Rappaport's previous dealings before they
invited him to the White House situation room for a meeting on June 24, 1985, that led to a high-level
endorsement of the project.

However, William P. Clark, the former national security adviser who was scheduled to be involved in
the pipeline effort, dropped his support for it after a briefing later that year from American intelligence
officials who raised questions about Mr. Rappaport's business practices and ties to Israel.

‘While the exact contents of Mr. Clark's intelligence brefing could not be learned, interviews with
associates disclose that:

* A Geneva bank controlled by Mr. Rappaport lent money to the President and the Oil Mimster of the
African nation of Gabon, which made an oil deal with him in 1979. Later the Government discovered
that under the terms of the contract, Mr. Rappaport at one point was buying crude oil from Gabon at $12
to $14 a barrel less than what Gabon had to pay French oil companies to produce it for them. The
contract ended in a net arbitration award of $25.6 million to Gabon, according to American and foreign
officials.

* Mr. Rappaport's shipping contracts with Pertamina, the Indonesian state-owned oil company, spawned
a widely publicized legal dispute in the 1970's. Mr. Rappaport declared a victory when he settled his
more than $1 billion in claims against Indonesia for several hundred million dollars. One focus of that
dispute was Mr. Rappaport's relationship with the head of Pertamina, including a $2.5 million dollar
loan from Mr. Rappaport's bank to the official that was not repaid. The Indonesian authorities
temporarily put the official under house arrest for suspected improper dealings in the dispute, but Mr.
Rappaport called the loan proper.

* Mr. Rappaport renegotiated a refinery contract with the Government of Antigua after questions were
raised about whether he was making excessive profits under the contract, according to officials in
Antigua. Antiguan officials have had a series of financial and social relationships with Mr. Rappaport
and his banks, according to these officials. The Indonesia litigation received widespread press coverage
at the time and was one of the items mentioned in a background paper on Mr. Rappaport by the Central
Intelligence Agency, officials said. In addition, the State Department was informed about some of the
details of the dispute over the contract in Gabon, according to Administration officials.

A Penchant for Secrecy With a Base in Geneva

Mr. Rappaport declined repeated written requests for an interview as did his lawyers and aides. Mr.
Rappaport has said previously that all of his business dealings are legal and proper and that no improper
payments to the Israeli Labor Party were planned as part of the piepline deal.

Mr. Meese has denied any wrongdoing and said he did not recall reading the memo describing the Israeli
payments and Mr. Peres has said no such proposal was ever made.

There are few details publicly available about Mr. Rappaport. He was born about 65 years ago in Haifa,
which is now part of Israel but was then part of the British mandate.

He exhibits a penchant for secrecy in business dealings. From his base in Geneva he became involved in
shipping, finance and oil trading, with dealings in Oman, Liberia, Nigeria, Haiti, Thailand and Belgium.
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Bruce Rappaport of Geneva. He still has ties to Israel.

He has given large contributions to Israeli schools and medical facilities. According to Mr. Wallach's
memo to Mr. Meese, Mr. Rappaport has also financed private polls on behalf of the Labor Party. In
1966, he set up the Inter Maritime Bank in Geneva and also made his first deal with Indonesia.

The key contracts in the deal, under which Mr. Rappaport was to supply a fleet of o1l tankers to
Indonesta, were negotiated by Gen. Ibnu Sutowo, the head of Pertamina.

The Indonesian Government later complained that the contracts were inflated and overly favorable to
Mr. Rappaport.

Lawsuits and Loans: How the Deals Evolved

Indonesia, in the face of a financial crisis, stopped paying its debts to Mr. Rappaport. In a lawsuit that
followed, Indonesia found evidence that some notes issued to Mr. Rappaport by Pertamina as part of the
contract had been executed at about the time Mr. Rappaport's bank in Geneva provided him with the
$2.5 million loan.

Mr. Sutowo said the loan was not repaid. Mr. Rappaport said it was a fully documented commercial
transaction that was meant to be an investment by Geuneral Sutowo.

In 1979 the Swiss Oil Company, a Cayman Islands company controlled by Mr. Rappaport, signed a
long-term contract to buy oil from Gabon. Mr. Rappaport's help for key government officials in Gabon
included loans from his bank in Geneva to President Omar Bongo and the then Energy Minister,
Edouard Alexi M'Bouy-Boutzit, the officials also said. In the 1970's it was not uncommon for foreigners
doing business in Gabon, including American companies, to make payments to Gabon officials to secure
busmess according to American officials and disclosures to the Securities and Exchange Commission
by American companies.

By the early 1980's, Gabon concluded it was losing money on its contract with Mr. Rappaport. At one
point the contract's pricing clause resulted in Gabon onc of the richest black nations i Africa, selling oil
to Mr. Rappaport at $12-$14 a barre] less than what the country had paid for the same oil, officials said.

Reports sent back to Washington at the time by American officials estimated that Gabon had lost
$80-$100 million in one year as a result of the Rappaport contract, according to officials.

An adviser to President Bongo said that eventually "when we showed Bongo the consequences of what
he had signed, he said T've been taken,' he was shattered.” By 1982, Mr. M'bouy Boutzit was quietly
replaced as the Energy Minister. In addition, extensive discussions ensued between Gabon and Mr.
Rappaport over renegotiation of the contract, but talks broke down after Gabon terminated the pact and
Mr. Rappaport then took two tankers full of Gabonese oil and declined to pay for them, according to
officials.

In 1983 the dispute was submitted to an international arbitration panel that decided last year that Gabon
was entitled to recover a net of $25.6 million from Mr. Rappaport, according to officials. Mr. Rappaport
has appealed the award, which comes to more than $40 million with the inclusion of back interest, in a
French court, officials also said. Though the appeal is still pending, Gabon has begun court proceedings
against Mr. Rappaport’s assets in several countries to try and recover the award, officials said.

A Monopoly in Antigua: Payments Are Agreed

Spokesmen for Gabon declined to comment and referred inquiries to the Government's lawyers, who
also would not talk about the case. Mr. Rappaport's lawyers also declined to discuss the dispute.

Soon after he made the deal in Gabon, in January 1980, Mr. Rappaport's company bought a 75 percent
interest in an oil refinery from the Government of Antigua in retumn for $6 million, according to Lester
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Bird, the Antiguan Deputy Prime Minister, In addition, Antigua granted Mr. Rappaport a near monopoly
on fuel oil sales on the island, a concession that had provided significant revenues for Antigua, Mr. Bird
also said.

Mr. Rappaport only paid $600,000 of the $6 million purchase price, Mr. Bird said, because "the
agreement called for repayment after the refinery opened for a proscribed period, but it never opened
long enough, so there was no repayment.”

Mr. Rappaport did make a sizable investment in the refinery and turned it into a storage facility, making
millions of dollars a year from the fuel oil concession he received.

By last year, considerable pressure had mounted within Antigua over the agreement and the monopoly
profits made by Mr. Rappaport, including protests from unions whose members were upset because the
promised refinery jobs never developed, according to Mr. Bird and Robin Bascus, an Antiguan senator
and union official.

Under the new agreement, Mr. Rappaport paid $1 million to Antigua last year and agreed to future
payments of $500,000 per year, said Mr. Bird, who added that these payments by Mr. Rappaport to
Antigua, "represent 10 to 15 percent of what he makes on fuel o11."

Mr. Bird, who said he had been a guest on Mr. Rappaport's yacht and had received a loan from Mr.
Rappaport's bank in Antigua, said his dealings with the Swiss executive were entirely proper. Mr. Bird
said the loan was negotiated without Mr. Rappaport's involvement and has been partly paid back.

Last spring, before the new agreement with Mr. Rappaport was signed, Mr. Rappaport arranged for his
foundation to endow an academic program in the United States in honor of Vere Bird, the Prime
Minister of Antigua, and the father of Lester Bird.

According to a senior Antiguan official and an Antiguan newspaper report, Mr. Rappaport paid the
expenses of Prime Minister Bird and his entourage on the trip to New York. Lester Bird said he was not
on the trip and knew nothing about the expenses. Prime Mimster Bird did not return a phone call.

GRAPHIC: Photos of Bruce Rappaport, Swiss multi-millionaire (NYT); E. Robert Wallach, Mr.
Rappaport's attorney (AP, 1976); Lester Bird, Deputy Prime Minister of Antigua (NYT/Joseph B.
Treaster); Edwin Meese 3d, Attorney General (NYT/Jose R. Lopez)
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"If there were any doubt in my mind that four years from now you could look back and say Ed Meese
has not fulfilled the standards that I've set for this office, then I would retire right now and withdraw."
- Edwin Meese III in testimony before the Senate Judiciary Committee in 1985,

When Edwin Meese III was confirmed as attorney general in 1985, after a 13month investigation into
his irregular finances, he promised to "bend over backwards" to avoid even the appearance of future
ethical violations.

Meese at that time promised his critics that in 1989 they would be able to look back on his tenure and
say that he had met the high ethical standards expected of the nation's chief law-enforcement officer.

His critics say he broke that promise.

In fact, controversy over Meese's ethics has continued unabated, fueled anew Tuesday when two of his
top aides and four of their assistants resigned over concem that their feputations and the department's
were being tarnished by the attorney general. Meese's critics, mostly Democrats, say that since he joined
the government in 1981, his conduct has shown a persistent disregard for ethical considerations and that
several of his friends and associates have benefited from his official actions. Meese's defenders - chief
among them his old friend, Ronald Reagan - say that Meese is the victim of partisan attacks and will
ultimately be cleared. At worst, some say, Meese is guilty only of letting friends use him to gain access
to Washington's power elite.
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While more than 100 Reagan appointees have left office under an ethical cloud, Meese has set a record
of sorts by thus far surviving the scrutiny of three special federal prosecutors, including that of
Iran-contra prosecutor Lawrence Walsh.

But the most recent Meese imbroglio being investigated by special prosecutor James McKay may be the
most serious. The allegations include charges that in 1985 he failed to investigate a plan to pay Israeli
politicians in an alleged effort to protect a proposed Iragi oil pipeline from Israeli attack. Also,
documents suggest Meese may have profited personally from legal fees paid in conjunction with the
pipeline deal.

Whatever legal consequences Meese and his associates may face, the ethical controversy has become 2
minor campaign issue. It has put the vice president, George Bush, on the defense.

"T'm tired of being embarrassed. I'm tired of our children seeing things that should embarrass us ali,"
Bush, the front-runner in the race for the Republican nomination, said this month. That statement was
viewed by many as a modest attempt by Bush to distance himself from corruption scandals that have
plagued the Reagan administration and could eventually taint his run for the presidency. Bush said he
was "personally disturbed at the breaches of ethics I have seen the past few years in government. Once
elected, I'd appoint an ethics panel to work right there in the White House.”

Bush's remarks came as pressure for Meese to step aside has increased. The day before Bush's remarks,
11 Democratic members of the House Judiciary Committee asked Meese to step aside until
investigations into his conduct were finished.

"For three years, Meese has operated under a cloud of suspicious conduct and serious allegations of
criminal activity,” said Rep. Mike Synar (DOkla.), referring to Meese's tenure as attorney general.

"The pervasive perception that you have allowed personal considerations to encroach on your
constitutional responsibilities threatens to breed contempt for your office, your administration and the
rule of law itself,” the 11 congressmen said in a letter to Meese.

Mesese, for his part, said that there was no reason for him to leave office and that recurting investigations
into his conduct have not "detracted from my ability to do my job."

"Obviously I shouldn't step aside, because if honest public officials can be hounded out of office by
partisan political attacks, by media barrages, then no one as a public official is safe," Meese told ABC
News reporters last week.

Nevertheless, Meese's tenure has been a highwire act in which he has thus far avoided prosecution:

Senate Judiciary Committee investigators, a special federal prosecutor and newspaper zccounts disclosed
that in 1981-82, when Meese was White House counselor, he borrowed more than $ 475,000 froma
friend, a San Diego Bank and his tax accountant and failed to list those loans on annual financial
disclosure statements. He failed to repay the loans for months and in some cases years. And in the
interim, 11 persons, including the friend, officers of the San Diego bank, the accountant and others
connected with the loans received high-level federal jobs. Meese was a member of a three-man
committee in the White House that approved White House patronage positions. The special prosecutor
found no criminal violations but refused to say whether Meese's actions were unethical.

In 1985, Meese promised the Senate that he would sell his stocks, conservatively valued at $ 50,000 to §
100,000. Among those stocks were 17 shares of regional telephone companies. Meese later that year
signed off on crucial Justice Department decisions that, if adopted, would have benefited those telephone
companies. In 1987, Meese disclosed during a special prosecutor's investigation that he had not been
able to sell his regional telephone company stocks because he had lost the stock certificates.

Still, he insisted no conflict of interest existed because he had given control of the stocks to his broker
when he had sold his other stocks.
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In 1982, Meese ordered an aide to ensure that the Wedtech Corp., then an obscure South Bronx machine
shop, would get a "fair hearing" in its contract dispute with the Army. Wedtech subsequently received a
$ 32 million contract, over the objections of Army officials, to build 13,000 six-horsepower engines
even though Wedtech had never built internal combustion engines and had no engine assembly line.
Meese's longtime friend and former defense lawyer and Meese's stock broker were eventually indicted
on charges of sharing more than $ 1 million paid by Wedtech to influence Meese. Meese is still under
investigation in that case.

Special prosecutor Walsh has called Meese before the Iran-contra grand jury at least half a dozen times.
Meese's role in the initial investigation of the illegal diversion of money to the Nicaraguan rebels was
severely criticized by congressional investigators.

They said Meese failed to take adequate notes of crucial conversations, failed to bring in the FBI and
veteran criminal prosecutors and allowed Lt. Col. Oliver North time to shred reams of documents.
Meese is not expected to be prosecuted.

Long before Meese went to the White House, he developed a reputation for organizational sloppiness

and forgetfulness, according to Reagan administration colleagues. In fact, as early as 1979 and before

any hint of scandal surfaced, Meese's briefcase had jokingly been termed a "black hole" that sucked in
memos that were never to be seen again.

A former White House colleague who is now supporting Bush's presidential candidacy told the National
Journal that Meese's latest trouble was "not so much a scandal as an indication of a guy who is prone to
being used, and in some cases abused, by his friends.”

Throughout Meese's ethical travails, one Meese friend has provided a common thread. E. Robert
Wallach, who has been Meese's fiiend since law school and who has been indicted in the Wedtech
scandal, has figured in each of Meese's brushes with the law. That relationship, the Bush supporter said,
is indicative of an "element of stupidity and suspect judgment.”

Wallach, who was Meese's defense lawyer during the first special prosecutor's probe in 1984, had urged
Meese to help Wedtech. Wallach set up meetings at which regional telephone company executives asked
Meese to urge a federal judge to allow them to provide longdistance service. Meese agreed.

Wallach involved Meese in the Iraqi pipeline scheme by asking for a meeting between a Swiss financier
involved in the deal and then-national security adviser Robert McFarlane.

Wallach's attorneys have maintained that Wallach and Meese are innocent.

While it is clear that friends of Meese's have been aided by his official actions, government investigators
have said it may be impossible to prove ironclad links between Meese's actions and his friends’
advancements. While Meese's role in the pipeline scheme may be the most serious in a series of
troubling episodes, they said, it is far from clear whether Meese is any closer to indictment than when
the inquiries began.

The Foreign Corrupt Practices Act makes it a federal crime for an American citizen or corporation to
bribe foreign officials. It is also a crime if a third party, acting as the American's agent, conspires to
bribe a foreign official.

Meese is the focus of a special federal prosecutor's investigation into allegations that in late 1985 he
failed to act on knowledge that Israeli politicians were to be paid off to protect 2 proposed $ 1-billion
Iraqi oil pipeline. Government investigators have said a $ 150,000 payment to Wallach from pipeline
negotiators was apparently used to benefit Meese's stock portfolio unlawfully.

Government investigators and officials said that the proposed payment to the Israeli Labor Party was one
of the many machinations in a complex scheme to build a pipeline from Iragi oilfields to the Jordanian
Red Sea port of Agaba. But the pipeline was never built. If the pipeline had been built, it would have
given the Iraqis an altemnative oil-export route that would have avoided the dangerous sea lanes of the
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The Bechtel Group, the giant San Francisco-based construction firm, wanted to build the proposed
pipeline, but Iraqi government officials were afraid that Israel, which had destroyed an Iragi nuclear
reactor, might bomb the pipeline. The Iraqis wanted a guarantee that Israel would not harm the pipeline,
at least until the $ 1 billion construction loan had been repaid from profits on the sale of pipeline oil.

In early 1985, Bechtel turned to Bruce Rappaport, a Swiss financier with close ties to high-level Israeli
officials. Rappaport was promised distribution rights to the oil if he could satisfy the Iraqis' insurance
needs. Rappaport secured a letter from then-Israeli prime minister Shimon Peres that Israel would not
destroy the pipeline. But the Iraqis wanted better insurance. They wanted money deposited in New York
banks and letters of credit of up to $ 400 million to insure the pipeline against Israeli sabotage.

Rappaport turned to Wallach after hearing of his close ties to Meese. At Wallach's urging, Meese
arranged a meeting with then-national= security adviser McFarlane, saying the project was worthy of
consideration. Rappaport and Wallach met with McFarlane, who gave the project his blessing, saying
completion of the pipeline was important to the national interests of the United States.

With McFarlane's blessing in hand, Wallach renewed negotiations with the Overseas Private Investment
Corp., a quasi-governmental organization that insures American firms opearating abroad against
political risks. Officials of the investment corporation were reluctant to take a project that big; but
feeling that they were under pressure from the White House, they tried to work with Rappaport and
Wallach to arrange an insurance package.

Amid a bewildering array of insurance propesals and counterproposals - including a suggestion by the
Rappaport-Wallach team that U.S. foreign aid funds earmarked for Israel could be diverted to 1ts avowed
enemy, Iraq, if Israel bombed the pipeline - Wallach wrote Meese a memo in September, 198s.

Complaining that the insurance negotiations were going nowhere, Wallach gave Meese a handwritten
letter from Peres and, in the memo, said Peres should get high-level assurances that the U.S. government
was interested in seeing the pipeline built. Wallach also wrote that Israel would receive about § 650
million to $ 700 million from Rappaport's oil distribution profits and that a portion of the money would
go directly to the Israeli Labor Party headed by Peres.

According to government investigators, in August, 1985, Rappaport sent $ 150,000 to the Bank of
America account of San Francisco stock broker W. Franklyn Chinn, financial adviser to Wallach and
Meese, who was indicted with Wallach in the Wedtech affair. The money was payment for Wallach's
services on behalf of the pipeline, according to sources familiar with the investigation.

Shortly after that, $ 150,000 was transferred from Chinn's Bank of America account to Chinn's stock
trading account at the Imperial Trust brokerage house, according to government investigators. At
Imperial, Chinn created a pool account that drew funds from his own account, one maintained for Meese
and also from other accounts as needed to make stock purchases.

This commingling of funds raises the possibility that Wallach's money was used to benefit Meese, but
lawyers for Wallach and Meese deny this. It is a violation of Securities and Exchange Commission
regulations for a broker to use someone else's money on behalf of a client and a violation of federal
conflictof-interest laws for high-level officials to accept expensive gifts or undeclared loans.

If it can be proven that Rappaport, and in turn Watlach, were acting as agents for Bechtel in the pipeline
negotiations, and the proposed payments to the Labor Party were in fact intended as a bribe to protect
the pipeline, Meese could be charged with conspiracy, according to government investigators.

In defending its actions, Bechtel has insisted that Rappaport was its partner, not an agent acting on the
firm's behalf. Therefore, if a bribe were intended, it would have emanated from Rappaport, a Swiss
citizen. Rappaport and lawyers for Wallach and Meese have said no bribe was intended, and Meese has
said that he doesn't think the memo alludes to a crime.
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whether Meese took such action with the intent to enrich himself or his friends.

Meese has denied repeatedly that any of his actions were improper. He has said that he did ot know
what Chinn did with his money and that none of his official decisions have been made in an effort to
reward anyone.

The Special Investigations

One independent counsel's investigation of Meese has been completed, and two more are continuing.

James McKay
Ongoing investigation into:

Meese's involvement in proposed Iraqi pipeline deal. Including allegations that he knew of but failed to
investigate, a plan to pay Israeli politicians in return for protection of the pipeline.

Meese's ties to the scandal plagued Wedtech Corp., which received an Army contract after his deputy's
intercession. At the time, in 1982, Meese's old friend, E. Robert Wallach, was working to procure the
contract for Wedtech. In 1985 Meese hired W. Franklyn Chinn, a Wedtech consultant, as his investment
adviser.

Meese's favorable decision regarding regional Bell telephone companies at a time he owned an estimated
3 14,000 in telephone stock.

Lawrence Walsh.

Investigation into the Iran-Contra scandal includes a review of Meese's role. However, he is not a target
of the probe and it is considered highly unlikely that he would be charged. Questions concern:

His ordering of a delay of an FBI investigation into the crash of a plane carrying arms to the contras.
Meese has said he delayed it only because John Poindexter, then national security adviser, told him it
could endanger the hostages in Lebanon.

His conduct of the initial probe that discovered the diversion of arms sales profits for contra aid. In that
probe, he failed to ask some pertinent questions, took inadequate notes and neglected to secure White
House documents.

Jacob Stein

Investegation concluded before Meese's confirmation as attorney general in 1985. Stein's probe found
that bank officers, friends and associates who had loaned money to Meese, then White House counselor,
later had been appointed to government jobs. Stein reported that while many of Meese's actions were
unusual, no criminal conduct could be proved. He declined to render an opinion on the ethics of Meese's
conduct.

GRAPHIC: Photos-1) Edwin Meese 11 (4 C 3/28/88). 2) James McKay. 3) Lawrence Walsh. 4) Jacob
Stein. Graphic-The Special Investigations. One independent counsel's investigation of Meese has been
completed, and two more are continuing-See end of text
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A $1 billion legal war raging across three continents, pitting Pertamina, Indonesia‘s state-owned
oil company, against Swis-based tanker operator Bruce Rappaport, has suddenly reached a
crucial stage. At issue is payment for 15 ships chartered by Pertamina and provided by
Rappaport. Last week the oil campany scored an important victory in Singapore's highest court,
regaining possession of a company-owned ship that Rappaport had attached. Rappaport, in turn,
has come up with a new plan for an out-of-court settlement while alse moving for a quick
judgement against Pertamina in a New York court.

Meanwhile, pressure on both sides to settle the battle has increased. Bankers are unable to
complete the tough job of untangling Indonesia's $6 billion in international debt until the issue is
decided. And U.S. bankers, having watched their $925 millicn in loans to Indonesia go into
technical default because of the legal wrangling, are espe cially distressed. Morgan Guaranty Trust
Co, alone led two syndicates that raised some $850 million for Indonesia. Rappaport's own
creditors, including Japan’s Sanko Steamship Co., are beginning to sue for back payments, and
they, too, would like the matter ended.

Pappaport's offer

Rappaport has seized the initiative by putting a new settlement plan on the negotiating table. If
Pertamina forks over $260 million and returns the 15 chartered tankers to their owners,
Rappaport says he will drop all claim to $1 billion that he insists the Indonesians owe him as part
of the charter deal. "It's @ moment of truth for the Indonesians," says Rappaport’'s New York
Lawyer, Albert I. Edeiman.

But the Indonesians are not rushing to accept the offer. Noting that Rappaport is asking for just
half of what he wa demanding a few months ago, the Indonesians are sitting tight, hoping to pay
even less. Indonesian Minister of State Reform Sumarlin Last week told BUSINESS WEEK, “The
offer is unacceptable to the Indonesian government.”

However, the Indonesians still face the new motion for summary judgement made against them by
Rappaport in New York. If the judge rules for Rappaport -- and so far he has won nearly all the
courtroom rounds -- Petamina could wind up paying the full $1 billion to Rappaport instead of the
$260 million he has offered to accept.

Roated in politics

while the pressure is on both sides to settle quickly, the roots of the dispute and of Rappaport's
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scene is closely related to his ties with former Pertamina boss Lieutenant General bnu Sutowao.
According to court records, Rappaport first became active in Indonesia in 1966, the year President
Sukarno was overthrown by a group of generals led by Suharto, the current President. Sutowo was
already the top oilman in the country, and when Suharto tood power Sutowo was named to head
Pertamina.

In 1966, Rappaport set up General Maritime Enterprise Co. -- German -- in Indonesia and soon
began supplying small inter-island tankers to Pertamina.

During this period, Rappaport and Sutowe became personal business partners. While Rappaport
was organizing Genmar in Jakarta, he was also setting up the Inter Maritime Bank in Geneva. In
1967 Sutowo joined the bank's board of advisers. Later, to brush up his small bank's image in
Switzerland, Rappaport got Francis J. Galbraith, U.S. ambassador to Indonesia from 1969 to
1974, to join the bank's board of directors.

Growing trouble

By the early 1970s, Rappaport also had hire-purchase contracts with Pertamina for the 15
oceangoing tankers. Pertamina now claims in court that the charters were signed "at rates greatly
in excess of the market rates at the time." In addition, Pertamina says that the high rates were
the result of a conspiracy between Rappaport and the company’s exclusive tanker broker,
Stephan Davids-Mor-elle -- the man appointed to bargain for the cheapest rates avaitable for
PErtamina’s tankers. This is denied by Rappaport's lawyers in New York.

But in 1974 proved to be a disastrous year for both Indonesia and PErtamina. The one fact that
can be established without questions is that the worsening worldwide recession slashed into the
country's oil recession slashed into the country's oil revenues. At the same time, world inflation
pushed interest rates sky-high, and Pertamina, with huge short-term debt, was caught without
enough cash on hand.

Pertamina fell behind in its payments to Rappaport for his small, inter-island tankers, according
to court papers. At the same time, the oceangoing tankers contracted for in the early 1970s began
arriving in Jakarta. By 1974, however, the tanker market had collapsed. Pertamina found itself
paying for a steady stream of new tankers in a depressed tanker market, at prices far above
prevailing rates.

In January, 1975, as Pertamina's finances were crumbling, Sutowo met with Rappaport and
signed 1,600 promissory notes payable in New York. The notes corresponded to the 1,600 monthly
payments due Rappaport for his tanker charters on 15 vessels. In effect, Rappaport got himseif
insurance by receiving liquid I0Us he could present in a New York State court. Four months later,
Sutowa says he requested and received a $2.5 million “interest-free, unsecured personal loan, with
no repayments and no evidence of indebtedness . . ." Rappaport says the money was an
investment in Sutowo's own Bank Pasifik.

By September, 1975, Pertamina was broke, and all tanker payments to Rappaport were cut off.
Only two huge loans organized by Morgan Guaranty saved the day for Pertamina and Indonesia.
By the following summer, Rappaport had taken Pertamina to court to try to collect on his
promissory notes. Rappaport’s own creditors -- the ship-owners from whom he chartered vessels
to subcharter to Pertamina els to subcharter to Pertamina -- sued him to collect on his I0Us to
them. The big squeeze was on for both players in Pertamina's tanker game, and the question
remains: Who will yield first?

URL: http://www.businessweek.com/index.htmi

GRAPHIC: Picture, Bruce Rappaport: His compromise offer is "unacceptable” to Indonesia -- so
far. Sam Kweskin
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Pak millionaire appeals verdict in BCCI case
London, March 9 (AP}

An impriscned Pakistani shipping tycoon yesterday appezled his 1997 conviction
in the fraud that led to the spectacular failure of the Bank of Credit and
Camrmerce International (BCCI).

Abbas Gokal is serving a 14- year sentence for two counts of conspiracy —
plotting ta commit false accounting and conspiring to defraud beci in a fraudulent
scheme that funneled § 1.2 billion out of the bank. Gokal, 62, received the
strictest sentence of its kind to be meted out by a British court. At the
sentenceing, the judge said Gokal's actions had threatened the integrity of the
entira intemational banking system. Gokal was present at London's law courts for
the start of a hearing before three court of appeal judges. One of the main
grounds of his appeal centers on the circumstances under which he was brought
within this jurisdiction. Gokal was arrested in July 1994 in Frankfurt, Germany, as
his flight from Karachi, Pakistan, to the United States stogped for refueling. He
was extradited to Britain in Dec. 1994 and went on trial in September.

Jurars convicted him after hearing prosecutors from Britain’s serious fraud office
contend that he had siphoned the money out of beci and then used it to pay for
private jets, fancy homes and Rolis Royces. Gokal said hz was innocent and had
to use pubiic assistance to get legal representation.

Other Stories

« Scientist sacked over China espionage row

e Pak. Israel defence ties likely

e SC disallows Benazir’s plea

« US keen on keeping LXTE on bag list

« Cambridge debate on India. Pak

o Dalai source of instability; Ching

» High-tech bandage to stop bleeding instantly
« Diamond-studded gown for Barbie on B'day
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Key player in BCCl fraud loses appeal

By Dan Atkinson
Guardian

Friday March 12, 1999

History's biggest convicted commarcial fraudster, Abbas
Gokal, yesterday lost his appeal against his April 1997
conviction on charges involving £750 million.

The former chairman of the Guif shipping group was a key
player in the $13 billion scardal at Bank of Credit and
Commerce International.

The Court of Appeal rejected Gokal's claim that his conviction
was unsafe and It confirmed the 14-year jail sentence — a
racord in a fraud case — passed al the Old Bailey, along with
the threat of a further three years in prison should he fail to
hand over £2.94 million confiscated by the court. He was
ordered to pay prosecution costs incurred by the appeal.

Gokal, who is serving his sentence: at the high-security
Whitemoor Prison In Cambridgeshlire, was in court to hear the
verdict, dressed in a dark suit and accompanied by a guerd.
Lord Justice Rose said Gokal was at the heart of a highly
sophisticated fraud that had brought about ‘international
consequences of great gravity'.

Serious Fraud Office director Rosalind Wright said: ‘This is a
satisfactory outcome to a very impoartant and immensely
serious case... It sends a clear signal that the courts are
prepared to treat fraud on this scals with great severity.’

Part of the appeal case was that the arrest of Gokal at
Frankfurt airport en route to the US, where he had been
offered immunity by the Manhattan district attomey, rendered
the conviction unsafe. But the thrae Appeal Court judges ruled
this claim unfounded and without substance, adding that
another key appeal point — that the: summing-up of trial judge
Mr Justice Buxton was unfair to Gokal — was also rejectad.

Gokal’s indictment fell into two parts. The first involved vast,
largely fraudulent loans from BCC! to the Gulf group, while the
second involved a ‘mirror fraud to keep BCCI afloat and to fool
auditars Price Waterhouse into believing the loans were
soundly made.
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Document 554 of 775.

Copyright 1985 The Washington Post
The Washington Post

July 28, 1985, Sunday, Final Edition
SECTION: First Section; Al4
LENGTH: 1236 words

HEADLINE: ESM Scandal Extinguished A Rising Star;
Attorney for Failed Securities Firm Asserted Innocence In Suicide Note

BYLINE: By Kathy Sawyer, Washington Post Staff Writer
DATELINE: MIAMI

BODY:

The black clouds of a tropical storm had enveloped the Miami area early last Monday when
hard-charging attorney Stephen Arky left two notes on legal paper, put a .38-cal. revolver to the right
side of his head and pulled the trigger.

One of the notes was to his wife, Marlin, who found her husband dead in the bathroom when she
returned about 10 a.m. to their Coral Gables home from a dental appointment. The note said "he loved
her," but that he was "depressed . . . and couldn't deal with it anymore,” according to Metro-Dade
homicide detective John Butchko.

The other note, addressed "To Whom It May Concern," said this: "As for the ESM matter, I swear now
that I did not know anything about the adverse financial conditions. I am inmocent of any wrongdoing in
that case and so are my partners.”

So ended the life of a 42-year-old lawyer admired by his friends as a principled and decent man. He was
a wily former federal enforcer and scourge of white-collar criminals who built 2 meteoric career on a
reputation as one of the good guys -- until last spring, when he was entangled in the financial crisis that
shook Ohio's savings and loan institutions.

The "ESM" in Arky's note referred to the obscure Fort Lauderdale securities firm whose collapse sent
shock waves through the U.S. investment system, cost professional money handlers at least $250 million
and touched off the Ohio banking crisis. It brought disaster to Arky's father-in-law, Marvin Warner, the
politically connected, high-rolling Cincinnati financier, and apparently death to Arky, whose firm
counted ESM as one of its clients.

It is not yet clear to what extent Arky was involved in ESM's questionable dealings or benefited from
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them. But some of his friends said his fatal depression was born, in large measure, of embarrassment.

Arky had tried a month ago to commit suicide, Detective Butchko said, by taking "some sprt of pills.”
His law partners never knew about it, one of them said.

"Based on things he said to us in the last three weeks, after he suddenly seemed to snap, I think he
believed really he was a burden on us all," said his law partner, Eugene Stearns, who in recent months
has taken on the role of spokesman for Arky. "He thought he was doing us all a favor . . . . It blows us all
away."

Stearns argues that Arky was the innocent target of a vendetta by ESM's receiver and of irresponsible
joumnalism and that the publicity was more than he could take.

Miami attorney Richard Pettigrew, a former assistant to President Jimmy Carter and Arky's first law
partner, said, "I thought he approached everything on the basis of the highest principles."”

Pettigrew, now with the firm of Morgan, Lewis & Bockius and chairman of the Dade County
Democratic Party, added that Arky was "highly aware of where the lines are and that you must stay far
away from them."

"He was very mature in his understanding of the business world . . . and cautious to a fault. I think,
ultimately, this was what was so embarrassing to him, that someone so good at evaluating people and
business could so misplace his confidence.”

Soft-spoken and low-key for a wealthy and ambitious man, Arky was not given to the con-artistry and
extraordinarily high living allegedly associated with some of the primary people in the ESM scandal,
one of whom was reported to own a $78,000 dog.

Until the scandal surfaced five months ago, Arky's life had seemed golden.

"He was the epitome of a young lawyer who had married right and had the right father-in-law and was in
the right business luncheon clubs," said James Russell, business editor of The Miami Herald.

Arky drove an "old Rolls Royce," lived comfortably but not ostentatiously and contributed to various
community insitutions and causes, according to acquaintances. He jogged and played softball
occasionally at his children's school, Pettigrew said.

The son of a St. Louis storekeeper, Arky earned a law degree from Washington University there in 1967
and went to work in 1968 for the Securities and Exchange Commission in Washington.

Stanley Sporkin, Arky's former SEC boss and now general counsel for the Central Intelligence Agency,
said, "He was one of my finest young men."

Arky moved to the SEC's Miami office, where the securities business is reputedly one of the biggest and
most scandal-ridden in the country. At that time, the SEC was in hot pursuit of fraudulent municipal
bond dealers in Memphis, a market in which two of the people who were to found ESM were then
operating.

One of the two was Ronnie Ewton, the "E" in ESM. He and Arky met subsequently when they were in
the Army Reserve, at about the time Arky moved into private practice. It was Arky who introduced his
father-in-law to Ewton, setting the stage for a series of business arrangements between the two.

Following a traditional path, Arky left the SEC to join Pettigrew's firm in 1971 as a corporate and
securities specialist and, Pettigrew said, immediately impressed clients with his expertise.

After that firm dissolved in 1976, the lawyers regrouped as the general commercial firm of Pettigrew,
Arky, Freed, which later became Arky, Freed, Stearns, Watson & Greer, a 55-attomey firm in downtown
Miami.
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At first, the fiom was noted primarily for its youth and aggressiveness. But it got a crucial leg up when it
signed Arky's father-in-law, whose patronage ushered the firm into the high-stakes realm of bank
mergers and no-holds-barred takeover fights.

Arky acknowledged Marvin Warner's role in the law firm's success. But, he told The Miami Herald in
late 1982, Warmner's business would have meant little if the firm had sturnbled in handling it. "He gave us
the entree, and we capitalized on it," Arky said.

ESM's collapse in March precipitated the shutdown of Warner's S&L in Ohio, Home State Savings
Bank. Depositors started a run on the banks when they learned that Home State's loss of $150 million
had wiped out a private insurance fund of $130 million. Gov. Richard F. Celeste ordered the closing of
all 71 institutions insured by that fund.

Arky's law firm was one of several that represented ESM. According to a lawsuit filed by the state of
Ohio and statements by Miami lawyer Thomas Tew, court-appointed trustee for ESM, Arky was given
favorable treatment on his personal account with ESM. In April, in an interim report filed in Fort
Lauderdale district court, Tew named Arky as a "potential” ESM insider for legal purposes, meaning that
payments to him might be recovered.

Stearns says that Arky lost more than $125,000 in his ESM account, which he closed last January.
Arky steadfastly denied Tew's allegations. In April he accused Tew of "viciousness, recklessness and
prejudice” and of improperly using his position to pursue a longstanding "personal vendetta" against
him.

"They're feeling the heat and want me off the case," Tew said, denying Arky's claims in turn.

The feud reportedly dated from 1971, when, as an attorney for the SEC, Arky sued Continental Tobacco
Co. for alleged securities violations. Tew was an investor in and counsel for the tobacco firm.

Tew was in Ohio, testifying at a special state legislative hearing on the ESM case, when he received the
news of Arky's suicide. He continued his testimony but decided to leave out the part dealing with Arky's
favorable treatment.

Tew said, "It's a tragedy -- these issues, nothing is worth a life over.”

GRAPHIC: Picture, Stephen Arky.
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Copyright 1986 McGraw-Hill, Inc.
Business Week

View Related Topics
April 7, 1986
SECTION: LEGAL AFFAIRS; Ethics; Pg. 76
LENGTH: 2112 words
HEADLINE: A QUESTION OF INTEGRITY AT BLUE-CHIP LAW FIRMS

BYLINE: By William B. Glaberson in New York, Pete Engardio in Atlanta, Stan Crock in Covington,
Ky., and Scott Ticer in Los Angeles, with bureau reports

HIGHLIGHT:
ONCE UNTHINKABLE, CHARGES OF FOUL PLAY ARE HITTING PRESTIGIOUS
PARTNERSHIPS

BODY:

Item: A Rogers & Wells lawyer wrote himself a note in 1983 about one of the firm's clients, J. David
Dominelli: "Ponzi scheme. Love to have the business but want to sleep at night." It would be months,
however, before the firm severed its ties to the lucrative client.

Item: As Maryland's thrift industry hurtled toward disaster last spring, regulators tumed for advice to a
bright young lawyer from Venable, Bactjer & Howard, a top Baltimore firm. What most of the
regulators didn't know was that while the lawyer was advising them, his law partners were representing
the very people whose wheeling and dealing at the edge of the law filled the agency's agenda at nearly
every meeting.

Item: In April, 1981, a lawyer from prestigious Cravath, Swaine & Moore quietly made a trip to Geneva
with orders from Cravath chief Smauel Butler. The mission: to get back $1.3 million that client Ashland
Oil Inc. had paid a confidant of the Sultan of Oman. A shareholders' suit claims the trip was part of a
scheme Butler helped devise to circumvent U.S. antibribery laws by retrieving the original payment in
exchange for a new $3 million "finder's fee" to the Sultan's confidant. Butler denies the charge.

What's going on here? We're not talking about sleazy, hole-in-the-wall law firms. These are charter
members of a blue-chip fraternity that has always seemed above reproach. Today, however, their names
are being linked to unsavory allegations that raise serious questions about a profession whose chief asset
ought to be its integrity (table, page 77).
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THE LAW FIRMS

VENABLE, BAETJER & HOWARD

A government report charges this prestigious Maryland law firm with simultaneously representing a
savings and loan regulatory agency and "habitual” violators of the agency's rules. Was this a conflict that
hampered state banking regulation?

CRAVATH, SWAINE & MOORE

A lawsuit charges the presiding partner of this Wall Street firm with recommending that Ashland Oil
make a possibly illegal payment to a foreign government official. Did this alleged advice harm the
company's sharcholders?

ARKY, FREED, STEARNS, WATSON, GREER, WEAVER & HARRIS

Among the charges against this Florida firm is the allegation that it failed to tell one client, an Ohio
savings and loan, that ESM, another client, was insolvent. Were Ohio depositors hurt by the firm's
failure to wam?

ROGERS & WELLS

This New York firm, headed by former Attorney General William P. Rogers, has agreed to pay $40
million to settle a suit filed by Dominelli's former customers. Was the law firm partly responsible for the
customers' losses?

Cravath, considered by many to be the premier corporate law firm in the U.S., is embroiled in litigation
claiming its lawyers helped plan an illegal payoff. Rogers & Wells, headed by former U.S. Attorney
General William P. Rogers, agreed in February to pay $40 million to settle a suit claiming the law firm
contributed to Dominelli's $200 million fraud. Last month, Venable, Baetjer & Howard, the firm of
another former Attorney General, Benjamin R. Civiletti, was sued by depositors for its role in the
Maryland thrift crisis. All the firms say they acted within the law.

The American Bar Assn. estimates that perhaps only two-tenths of a percent of all U.S. lawyers are ever
disciplined by bar committees. And proceedings against the large firms that do major corporate work are
almost unknown. That lack of oversight, together with increasing competition, say ethics experts,
produces arrogance at the elite law firms. "There is hubris there," says Monroe H. Freedman, a
nationally known ethics scholar at Hofstra University Law School. Civiletti himself says: "We should
have lived up to a higher standard." The facts about improprieties of the blue-chip bar "have been
submerged and are going to start to emerge," says Professor Stephen Gillers of New York University
law school.

VENABLE BAETJER

If there was disregard of ethics at Baltimore's Venable, it began years ago. Since the mid-1970s, a
Venable partner served as general counsel to the Maryland Savings Share Insurance Corp. (MSSIC,
pronounced mis-sick), a private agency that insured and regulated the state's thrifts. At the same time,
other Venable lawyers represented various owners of Maryland's savings and loan associations.

Some of the venable clients would eventually be labeled "habitual rule violators" by MSSIC. There is
controversy about how much Venable told MSSIC's chief operating officer about its thrift clients. A
report prepared by Maryland special counsel Wilbur D. Preston Jr., however, says MSSIC's board knew
nothing about the dual representation.

The Preston report says that in 1976, MSSIC asked Venable whether the agency could insure each
account a depositor held, no matter how many there were. Preston says Venable misinterpreted the law
and incorrectly advised the agency that it could. MSSIC's "no-limit" rule brought a huge flow of deposits
into the Maryland thrifts. Eventually, MSSIC would be liable for $76 million in deposits that might not
otherwise have been made. Venable insists its advice was good. Last month, however, Maryland's
attorney general agreed with special counsel Preston. The state is considering suing Venable.
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Over the years, Venable added more S&L clients. Beginning in 1982, it represented the now-infamous
Old Court Savings & Loan Assn. and its then-president, Jeffrey A. Levitt. Levitt, himself 2 lawyer, is the
wily dealmaker whose downfall touched off the Maryland bank run in 1985. He has since been indicted
for stealing millions from Old Court depositors.

Levitt was an important client. Some of his private real estate deals were handled through Venable. One
top Venable partner invested with Levitt. Another represented Levitt in 1979 when Levitt was charged
with unethical conduct and suspended from practice because he lied to a judge. MSSIC's Venable
lawyer, working in the same office as Levitt's Venable lawyer, never mentioned the suspension to
MSSIC, according to the Preston report. Meanwhile, MSSIC approved transactions that gave Levitt
access to millions in depositors’ money.

Civiletti says his firm didn't violate conflict-of-interest rules because it never represented any thrift
clients before MSSIC. But Preston says MSSIC was hurt by "ineffective” advice. Says Preston: "A man
can't serve two masters.”

CRAVATH, SWAINE & MOORE

Samuel Butler was both a lawyer for Ashland and a company director as well as presiding partner of
Cravath. The charges against him, contained in a shareholders' suit, stem from a 1980 decision by Orin
E. Atkins, then Ashland's chairman, to pay $1.3 million to Yehia Omar, a wealthy adviser to the oil-rich
Sultan of Oman. Even Atkins, who denies any wrongdoing, acknowledges the payment was intended to
nait down an oil-supply contract.

There is little agreement as to what happened next. In court documents, Butler says that several months
after he was told about the payment, he learned that Omar was listed as an aide at Oman's Washington
embassy.Thus, although other Ashland advisers differed, Butler was concerned that Omar might be a
government official who legally could not be given a corporate payment under the antibribery laws.
Butler says from then on he simply tried to get the payment back.

The shareholders' suit tells a different story. It's based in part on the claims of a former Ashland official,
Bill E. McKay Jr., who is also suing the company. The shareholders say Butler met with Ashland
officials "to rearrange a scheme" to pay Omar as a consultant, even though Butler "should have known"
that Omar was an official of a foreign government. No finder's fee was paid, but the suit implies that
Butler violated his duties as a director by trying to insulate Ashland officials from liability for making
the first payment.

After years of investigations of Ashland, the Securities & Exchange Commission decided on Mar. 12 not
to sue. The private suit remains, however, and the charges it contains about Butler promise to keep the
controversy alive.

ARKY FREED

The swirl of charges surrounding a once fast-rising Miami law firm aren't likely to fade quickly, either.
Since the spectacular 1985 collapse of its client, ESM Government Securities Inc., Miami's Arky, Freed,
Stearns, Watson, Greer, Weaver & Harris has been sued by other former clients claiming millions in
losses. Last month, in the first defection since the scandal broke, two of the firm's top partners resigned
with four other lawyers.

When ESM collapsed, Arky Freed was riding high. Since its founding in 1976, it had built a huge
practice representing financial institutions in Florida. Some of its rapid growth may have been spurred
by the firm's willingness to keep to itself information it might have owed its clients. In one suit, two
thrifts that were clients claim they have evidence that Arky Freed knew investments made in another of
the firm's clients, ESM, could be lost. The thrifts say Arky Freed lawyer Eugene E. Stearns represented
one of ESM's founders in a divorce in 1978. At that time -- years before the ESM collapse -- the thrifts
allege, Stearns argued that the securities firm was worthless. Stearns denies the charge.
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Arky Freed's problems did not end with ESM. Months after that scandal broke, another client was
charged with massive fraud, and there were questions about the firm's role. With Arky Freed's help, Juan
Vicente Perez Sandoval, a wealthy Venezuelan, had quickly become a Florida business péwer in the
early 1980s. The lawyers acted for Sandoval personally, represented two Venezuelan banks he
controlled, managed his cash, and planned several profitable bank takeover attempts.

Sandoval fled to Switzerland this fall after the Venezuelan government seized his banks. Millions were
missing. Venezuela is suing Arky Freed for $500 million, saying the lawyers "knew or should have
known" about Sandoval's fraud. Arky Freed insists it did nothing wrong. A few months after both
scandals broke, Steven Arky, the firm's glib, business-getting founder, killed himself.

ROGERS & WELLS

There are few questions about how much the lawyers at Rogers & Wells knew about their crooked
client, J. David Dominelli, now in jail after a guilty plea. Before anybody else realized that the
smooth-talking Dominelli's phenomenal 40% returns-on-investment were funded only with money from
new investors, people inside the law firm were troubled.

More than a year before the fall, a partner in Rogers & Wells' London office, after extensive meetings on
what was already a problem account, sent off a strongly worded internal memo saying she believed
Dominelli was breaking the law. "The only possible solution," she said, was to have Dominelli
immediately stop selling what were probably illegal unregistered securities. The memo said Dominelli
could then properly register with government-securities agencies.

Instead, the sales continued. And a month after the memo, Rogers & Wells lawyers convinced the
California Corporations Dept. that there was nothing illicit going on at Dominelli. The department
officials believed Rogers & Wells's claims and stopped their probe. "It appears we were misled,” G. W.
McDonald, the department's enforcement chief, told BUSINESS WEEK last year. "The next time
Rogers & Wells makes a representation, we will insist on much more." Rogers & Wells denies it misled
the department.

There are many different versions of the Rogers & Wells story. The firm's partners even disagree about
exactly when they gave up the troublesome client. But the reason they were so reluctant to get out of the
mess seems clear. Some six months before the Dominelli collapse, several of Rogers & Wells's most
influential lawyers met to lay out their options. One partner took notes. They provide a disquieting view
of the subject being discussed by men and women at the top of their profession that day in June, 1983.
The heading over one section said: "Fees vs. Reputation.”

Why do people schooled in the rule of law risk so much? Civiletti says he has given such questions a
good deal of thought lately. "It is a genetic deficiency of lawyers," he says, "that they are flattered by
having clients, and they hate to reject clients.” Yale Law School's ethics expert, Geoffrey Hazard, has a
different response. He says that corporate law, dedicated to "getting and keeping money," makes lawyers
lose the ability to be skeptical about their clients. That loss may be costly.

URL: http://www.businessweek.com/index.html

GRAPHIC: Illustration, no caption, DAVID SUTER; Picture 1, THE SCANDALS, OLD COURT
S&L's LEVITT: HE WAS CHARGED WITH FRAUD AFTER HIS MARYLAND THRIFT
COLLAPSED, MARTY KATZ; Picture 2, THE SCANDALS, AN ASHLAND REFINERY: THE
COMPANY ALLEGEDLY MADE AN ILLEGAL PAYMENT TO LOCK IN OIL SUPPLIES,
MATHER/BLACK STAR; Picture 3, THE SCANDALS, WHERE'S THE MONEY? OHIO THRIFTS
FAILED AFTER LOSING MILLIONS IN ESM, A SECURITIES DEALER, MICHAEL KEATING;
Picture 4, THE SCANDALS, DOMINELLI: HIS INVESTMENT FIRM GENERATED
PHENOMENAL PROFITS THROUGH A PONZI SCHEME, ROY PORELLO
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HEADLINE: E.S.M.'s Fatal Fall

BYLINE: Alison Frankel

BODY:

The late Stephen Arky of Miami's late Arky, Freed, Stearns, Watson, Greer,
Weaver & Harris was a central figure in the scandal involving E.S.M.
Government Securities, Inc., a Florida investment firm. Arky, asThe American
Lawyer reported in "How Many Hats Can Steve Arky Wear?" in May 1985, had
acted as defense lawyer for E.S.M. in a previous SEC investigation, as a
securities lawyer for E.S.M. in a previous SEC investigation; as a securities
lawyer for E.S.M.; as an E.S.M. customer; as councel to E.S.M. customer Marvin
‘Warner, who was also Arky's father-in-law; and as an investment banker setting
up a deal with an E.S.M. partner in competition with Warmmner.

As E.S.M. went into receivership in March 1985, questions were raised about
Arky's role in the collapse -- which eventually led to a run on savings and loans
in Ohio. Four months after the scandal broke, Arky committed suicide. "He was
clearly despondent over things that had happened in his life," says his friend and
partner Eugene Stearns. There was no evidence at the time that Arky had broken
any laws or violated the Code of Professional Responsibility.

Arky's estate, represented by Jack Carriglio of Chicago's Foran, Wiss & Schultz,
eventually settled with E.S.M. receiver Thomas Tew, now of Miami's Tew
Jorden Schulte and Beasley, for $135,000 -- denying all liability as part of the
settlement and eradicating approximately $1 billion in claims, according to
Carriglio.

After a state trial in Ohio, Arky's father-in-law, Marvin Warner, was sentenced to
three-and-a-half years in jail and five years' probation and ordered to pay $22
million in restitution. The case is now on appeal. In a federal civil trial in Florida
that ended in July 1988, a jury returned a verdict for $22.7 million against
Warner, according to Tew Jorden partner Jose Garcia-Pedrosa, who represented
E.S.M. creditors. Post-trial motions are pending, Garcia-Pedrosa says, because
‘Warner has filed for bankruptcy.
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E.S.M. president Nicholas Wallace was found guilty of conspiracy and mail
fraud in a Miami federal trial, and was sentenced to a 30-year term in October
1986. Nine other E.S.M. defendants have been sentenced to jail terms, including
E.S.M. principal George Mead, who received combined federal and state
sentences of 20 years, to be served in Ohio state prison.

Although the Arky, Freed name had disappeared from the Florida legal
landscape, Stearns claims his current firm, 66-lawyer Stearns Weaver Miller
Weissler Alhadeff & Sitterson, has retained 40 Arky, Freed lawyers and a core of
the pre-1985 business, despite losing four Arky, Freed name partners in the last
four years.

GRAPHIC: Picture, E.S.M. receiver Thomas Tew, PHOTOGRAPH BY
MICHAEL GERMANA
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LENGTH: 2860 words

HEADLINE: When the stakes are high, call goes out to Thomas Tew;
Miami's mayor enlists a lawyer who's no stranger to complex financial cases to
investigate accountant

BYLINE: MARY HLADKY, REVIEW STAFF

BODY:

Thomas Tew may be best known for successfully suing accounting firms, but it
was his ability to explain a never-used state law that got him involved in
mapping the future of the city of Miami.

Tew and his law firm, Tew & Beasley, had been hired to evaluate the liability of
the city's former outside auditor, the Big 6 accountant Deloitte & Touche, in
Miami's $ 68 million budget deficit.

Meanwhile, Miami Mayor Joe Carollo was facing a date with Gov. Lawton
Chiles during Thanksgiving week to provide the governor with details of
Miami's financial crists.

Carollo consulted Tew, whose advice was straightforward: Chiles needed to be
told that not only were Miami's financial problems severe, they had existed for at
least two years.

"We have a duty to give the governor a heads-up,” Tew recalls telling Carollo.
"We would have no credibility if we left the meeting not explaining that to the
govemor."

Those admissions about the city's plight would trigger the use of a
never-before-implemented state financial emergency law -- enabling the
governor to intervene.

Tew was drawing on expertise he'd gained two years ago doing legal work for
Escambia County. He'd spent hours boning up on the Florida law, enacted in the
wake of the New York City crisis of the 1970s, that spells out the governor's
powers if a Jocal government faced a financial emergency. As it happened, the
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law wasn't used in Escambia's case. But Miami was likely to prove a different
matter.

"So few people knew about it, and Tom was one of the few who did‘know,"
Carollo says.

Carollo invited Tew to the meeting in Tallahassee. There, Tew took a lead role in
walking the governor and his advisers through the law -- its requirements and
ambiguities -- and what invoking it would mean.

"This was the first time in the history of Florida that [the law] had been used,"
said Miami lawyer Sylvan "Sonny" Holtzman who helped arrange the
Chiles-Carollo meeting. "Everyone was there to debate the issues of this thing."

After that meeting, Chiles invoked the statute and appointed an oversight board
led by Lt. Gov. Buddy MacKay to help pull Miami back from the brink.

Carollo says he was impressed by the respect the governor, a Democrat, and his
staff accorded Tew, who is known in political circles as a GOP fund raiser.

"That was a surprise for me," Carollo says. "I didn't expect Democrats would
have such high esteem for Republicans such as Tom."

But Tew's emergence as one of a small cadre of lawyers with influential roles in
Miami's financial and political crisis comes as no surprise to those who have
followed his career. Tew isn't a novice to high-profile roles, high-stakes litigation
or complex investigations.

Former acting city manager Merrett Stierheim says that's why he wanted Tew for
the job of evaluating Deloitte & Touche's liability in the matter of Miami's $ 68
million budget deficit.

"He has handled several heavy litigations in this area successfully," Stierheim
says. "He has, in my judgment, a very solid background, and I was impressed
with it."

Tew's resume is laden with experience in an area that's daunting to many that of
intricate financial dealings and double-dealings. Tew is a lawyer who calls
accountants to account, and those who know him say the investigative and
advisory role Tew has taken on for Miami is a natural extension of that
background.

"He is putting the puzzle together. It is the same thing," says Charles Harper,
former Miami regional administrator of the U.S. Securities and Exchange
Commission who recommended that Tew serve as trustee in the 1985 bankruptcy
of ESM Govemnment Securities, then the largest government securities fraud in
U.S. history.

"Tom is one of the lawyers that people in this community go to in a big case,"
says Richard Brodsky, one of the many attorneys who faced him over ESM. "It is
the kind of case you would want to have a good lawyer who is experienced and
won't get all flustered when he sees his name in the paper."

Many of his earlier cases have similarities to the work he's doing for the city.
"The thread through all of those are failed financial or troubled financial
situations,” Tew says. "In many ways, it is the same thread."”
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Tew, 56, who has lived in Miami since infancy, is a Dartmouth College graduate
who earned his law degree from the University of Miami, where he was
editor-in-chief of the law review. He is widely described as urbane and polished,
with a strong ability to forge agreements among parties otherwise likely to
squabble indefinitely. He also 1s credited with being able to handle sophisticated
and complicated matters speedily.

T have seen Tom go into meetings where I thought the fur was going to fly, and
everyone left feeling like they were fairly treated, feeling really good about the
result, which is pretty remarkable,” Harper says.

"He is very effective. He has a great record of collections in some very
heavy-duty bankruptcies and business failures," says Holtzman, who with L.
Grant "Jack" Peeples, both Miami lawyers and friends of Chiles, arranged the
November meeting between Carollo and the governor. The city has since
retained Holtzman's firm -- Holtzman, Krinzman, Equels & Furia - to help
prepare it for reentering the bond market.

"When in regular conversation, he is a fine Southern gentleman," Holtzman says.
"In his lawyer's uniform, he is very tenacious and aggressive."

He's also shrewd. Tew is advising Carollo at no cost on the state financial
emergency law. He and his 25-lawyer firm will report to city commissioners in
about a month on Deloitte & Touche's potential liability. For this work he
proposed, and commissioners agreed, that he and his firm will eam no more than
$25,000.

But if the commission decides to litigate against Deloitte, Tew's firm will be
positioned to handle what could be far more lucrative work. Tew has proposed
two options if his firm is hired -- a reduced hourly rate and modified contingency
arrangement if the recovery is large, or a pure contingency fee of 25 percent on
the first $ 1 million recovered, 20 percent of the next $ 2 million to $ 5 million
and 15 percent thereafter.

Tew also is preparing for Carollo an economic analysis of the consequences of
abolishing the city, a move being pushed by a group of downtown developers
and lawyers. Tew's role enlists him in the mayor's battle to save the city, and he
does not dispute that the information he is assembling likely will be used by
oppornerts of abolition.

Carollo expects the analysis will show that eliminating the city will not be a boon
for taxpayers. "Whichever way you look at it, I cannot see anything but
additional increases in taxes for lesser service than the city residents are getting
now," he says.

Although Tew suspects Carollo is right, he says he has not been pressed to reach
a particular conclusion. "It has been refreshing. I have had no interference on any
of the analysis I have done, no trying to shape my opinion,” Tew says.

The ESM case

Tew was thrust into prominence in 1985, when he became counsel to ESM,
discovered questionable numbers in the company's books and brought in an
accountant who found years of undocumented trading losses. Tew alerted the
SEC's Harper and returned ESM's $ 500,000 retainer.

The ESM fraud left dozens of municipalities across the country out millions of
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dollars and triggered a run on Ohio thrifts, resulting in a one-day bank closure in
that state. !

Tew's organized and sophisticated handling of the complicated case -- including
a $ 70.9 million verdict against the Alexander Grant (now Grant Thornton)
accounting firm -- and his eventual recovery of 82 to 85 cents on the dollar, won
him widespread accolades.

"1 think that was a defining point in my career,"” Tew says.

When ESM broke, Tew was a partner in the national firm Finley, Kumble,
Wagner, Heine, Underberg, Manley, Myerson & Casey, which eventually
disintegrated in disgrace. He had joined with others of its Miami lawyers in
creating Tew Jorden Schulte & Beasley, which got a shot of prestige,
respectability and money from ESM.

Tew's role as trustee, recommended by the SEC regional chief, was lucrative. He,
his firm and other professionals he brought into the case eamed more than § 8.25
million.

Tew's only significant failure in the ESM case was being unable to convince a
federal judge that a group of Miami lawyers who were close to some of the ESM
principals shonld be held liable. U.S. District Judge Jose A. Gonzalez Jr.
dismissed suits against the firm then known as Arky, Freed, Stearns, Watson
Greer, Weaver & Harris, and the estate of name partner Stephen Arky, who
committed suicide in 1985. The firm's managing partner Eugene Steamns had
repeatedly insisted the suit never should have been filed.

The ESM criminal case also benefited from Tew's assistance, said former federal
prosecutor Jane Moscowitz, now in private practice in Miami. Moscowitz said
Tew and the accountant he hired, Laurie Holtz, brought her up to speed quickly
when she inherited the case after the two original prosecutors stepped aside to
handle a major trial.

"They were always extremely accommodating," she says. "You had the feeling
everything was being done nght. The procedures civilly and criminally were
enormously efficient. [ attribute a lot of that to him [Tew]."

Eight years later, when another mammoth fraud case came to light, it was no
surprise Harper turned to Tew.

The case was Premium Sales Corp., a North Dade grocery diverter that allegedly
operated as a Ponzi scheme that defrauded investors out of $ 255 million.

"I knew what Tom's capabilities were," says Harper, now associate general
counsel and senior vice president at PaineWebber in Fort Lauderdale. "When this
came up, [ needed someone who had been down that path before."

But after originally approving Tew's entry into the case, U. S. District Judge
Federico Moreno announced he was naming Miami lawyer Harley Tropin as
receiver instead. Moreno never explained the switch.

Although those who know Tew say he was shocked, and Harper recalls being
"stunned,"” Tew now says only, "It was certainly unexpected." He noted, "The
judge has the authority to select anyone he wants."

For a time, Tew was senior counsel to Tropin and evaluated the potential Hability
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of six law firms that prepared documents for investors. He recommended
proceeding against two, and they eventually agreed to settle for a combined $ 30
million. .

Brodsky, who represented Larry Sazant, one of the people who found investors
for Premium, credits Tew with helping structure the civil case in 2 way that
achieved good results for investors.

"Even after Judge Moreno starkly removed him from being the receiver of
Premium, I think he was very instrumental in setting up mechanisms whereby the
Premium case was able to be settled on successful terms," Brodsky said.

"I would hope that was the case" regarding law firm defendants, Tew says. But
he said he played no role in the strategy against other defendants, which included
grocery store chains.

Bankers and insurers

Tew has played important roles in a variety of other cases including the
Escambia County financial mess that made him knowledgeable about the state
financial emergency law.

He was hired by Escambia in 1994 to investigate why outside auditors hadn't
alerted commissioners to the county's risky investments in derivatives.

In the end, no suit was filed against the auditors. Presented with the results of
Tew's investigation, the insurance carrier for auditor Saltmarsh, Cleaveland &
Gund agreed to settle for about $ 2 million. Suits filed against brokers either
settled or are pending.

Tew was one of the lawyers who represented former Capital Bank chairman Abel
Holtz, who, after lengthy federal investigations, pleaded guilty in 1994 to
misleading a grand jury that investigated his one-time friend, Alex Daoud, the
ex-mayor of Miami Beach.

Tew represented the chairman and other top officers of AmeriFirst Bank, which
was seized by regulators and faced a class action by shareholders.

And he was appointed by former Florida Insurance Commissioner Tom
Gallagher to investigate Metropolitan Life Insurance Co., which in 1994 paid $
4.6 million to settle allegations about misleading sales practices.

Tew obtained $ 50 million from Coopers & Lybrand as receiver for Guaranty
Security Life Insurance Co., and $ 9 million from Deloitte & Touche in his
capacity as receiver for International Medical Centers Inc.

Now, with a new role representing Carollo and Miami, Tew finds himself drawn
into the debate over the city's future. And, as a result, he may find himself in
another type of advocacy -- assisting those who are fighting to keep Miami alive.

In that capacity, Tew once again would be opposite Eugene Stearns, who a
decade ago fought off Tew's suit against his former firm and now is among those
pressing to dissolve the city.

At arecent lunch with Stearns, Tew says he urged him to tell voters all the tax
ramifications of that proposal to eliminate the city rather than allowing them to
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believe that abolition is a cheap and easy way out of massive problems.

"I see my role not on the political front, but trying to make sure the debate for
both sides treats the matter in a financially accurate manner," he says.

Even so, Tew concedes partisanship.

" At the end of the day, we may have different solutions [to Miami's financial
problems)," Tew said. "I would prefer to see the city survive and flourish under
partriership with the govemnor, rather than have it dissolved.”

GRAPHIC: Photo, IN THE MIDDLE: Lawyer Thomas Tew is investigating
Miami's accounting firm for potential liability in the fiscal crisis and inevitably
finds himself discussing the move to abolish the city. 'I see my role not on the
political front,' he says, "but trying to make sure the debate for both sides treats
the matter in a financially accurate manner.’; ATIXA MONTERO-GREEN ;
Photo, SURPRISED AT RESPONSE: Miami Mayor Joe Carollo, above, says the
reaction of the governor and his staff to Tew surprised him. 'T didn't expect
Democrats would have such high esteem for Republicans such as Tom,' Carollo
says.; Photo, ON A 'SOUTHERN GENTLEMAN'": Lawyer Sylan 'Sonny'
Holtzman helped arrange the meeting at which Tew explained the financial crisis
law. 'He is very effective,' Holtzman says of Tew. 'He has a great record of
collections in some very heavy-duty bankruptcies and business failures.’; Photo,
'ACCOMMODATING': Jane Moscowitz prosecuted the federal fraud case
against ESM Government Securities, in which Tew was bankruptcy trustee.
'They were always extremely accommodating,' she says of Tew and his staff.
"You had the feeling everything was being done right.’; Photo; SOLID
EXPERIENCE: Lawyer Richard Brodsky, who faced Tew in the high-profile
ESM case, says Tew is a lawyer people turn to in big cases. Miami's situation 'is
the kind of case you would want to have a good lawyer who is experienced and
won't get all flustered when he sees his name in the paper.'
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INVESTMENT RESEARCH ASSOCIATES, LTD., AND SUBSIDIARIES, ET AL., ni Petitioners v.
COMMISSIONER OF INTERNAL REVENUE, Respondent

nl Cases of the following petitioners are consolidated herswith: Burton W. and Naomi R. Kanter, docket
No. 712-86; Investment Rcscarch Associates, Ltd., and Subsidiaries, docket No. 45273-86; Burton W.
and Naomx R. Kanter, docket No. 1350-87; Burton W. and Naomi R. Kanter, docket No. 31301 37,
Burton W. and Naomi R. Kanter, docket No. 33557-87; Burton W. and Naomi R. Kanter, docket No.
3456-88; Investment Research Associates, Ltd., and Subsidianies, docket No. 30830-88; Burton W. and
Naomi R. Kanter, docket No. 32103-88; Investment Research Associates, Ltd., and Subsidiaries, docket
No. 27444-89; Claude M. and Mary B. Ballard, docket No. 16421-90; Investment Research Associates,
Ltd., and Subsidiaries, docket No. 25875-90; Burtop W. and Naomi R. Kanter, docket No. 26251-90;
Claude M. and Mary B. Ballard, docket No. 20211-91; Estate of Robert W. Lisle, Deceased, Thomas W
Lisle and Amy L. Albrecht, Independent Co-executors, and Estate of Domna M. Lisle, Deceased,
Thomas W. Lisle and Amy L. Albrecht, Independent Co-cxecutors, docket Nox 20219-91; Estate of
Robert W. Lisle, Deceased, Thomas W. Lisle and Amy L. Albrecht, Independent Co-executors, and
Estate of Donna M. Lisle, Deceased, Thomas W. Lisle and Amy L. Albrecht, Independent Co-executors,
docket No. 21555-91; Claude M. and Mary B. Ballard, docket No. 21616-91; Investment Research
Associates, Ltd., and Subsidiaries, docket No. 23178-91; Burton W. aud Naomi R. Kanter, docket No.
24002-91; Claude M. and Mary B. Ballard, docket No. 1584-92; Estate of Robert W. Lisle, Deceased,
Thomas W. Lisle and Amy L. Albrecht, Independent Co-executors, and Estate of Donua M. Lisle,
Deceased, Thomas W. Lisle and Amy L. Albrecht, Independent Co-executars, docket No. 16164-92;
Investment Research Associates, Ltd., and Subsidiaries, docket No. 19314-92; Claude M. and Mary B.
Ballard, docket No. 23743-92; Burton W and Naomi R Kanter, docket Mo. 26918 92; Estate of Robert
W. Lisle, Deceased, Thomas "W. Lisle and Amy L. Albrecht, Independent Co-executors, and Estate of
Donna M. Lisle, Deceased, Thomas W. Lisle and Amy L. Albrecht, Independent Co-executors, docket
No. 7557-93; Claude M. and 3 Mary B. Ballard, docket No. 22884-93; Investment Research Associates,
Ltd., and Subsidiaries, docket No. 25976-93; and Burton W. and Naomi R. Kanter, docket No.
25981-93.

No. 43966-85; No. 712-86; No. 45273-86; No. 1350-87; No. 31301-87; No. 33557-87; No. 3456-88;
No. 30830- 88 No. 32103- 88; No. 27444-89; No. 16421- 90; No. 25875-90; No. 26251-90; No.
20211-91; No. 20219-31; No. 21555-91; No. 21616- 91; No. 23178- 91; No. 24002-91; Na. 1984-92; No.
16164- 92 No. 19314~ 92, No. 23743-92; No. 26918-92; No. 7557-93; No. 22884- 93; No. 25976- 93; No.
2598193
UNITED STATES TAX COURT

T.C. Memo 1999-407; 1999 Tax Ct. Memo LEXIS 463; 78 T.C.M. (CCH) 951

December 15, 1999, Filed
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DISPOSITION: [*1] Decisions in all dockets will be entered under Rule 155,

COUNSEL:
Randall G. Dick and Jeffrey 1. Margolis, for petitioners in docket Nos. 43966-85, 712-86, 45273-86,

1350-87, 31301-87, 33557-87, 3456-88, 30830-88, 32103-88, 27444-89, 25875-90, 26251-50,
23178-91, [*7] 24002-91, 19314-92, 26918-92, 25976-93, and 25981-93.

Royal B. Martin and Steven S. Brown, for petitioners in docket Nos. 16421-90, 20211-91, 20219-9 L,
21555-91,21616-91, 1984-92, 16164-92, 23743-92, 7557-93, and 22884-93.

Mark E. O'Leary, John J. Comeau, fames M. Cascino, Jonathan P. Decatorsmith, James M. Klein, G.
Roger Markley, and Pamela V. Gibson, for respondent.

JUDGES: Dawson, Howard A., Jr.;
Couvillion, D. Irvin

OPINIONBY: DAWSON; COUVILLION

OPINION: [EDITOR'S NOTE: PART 1| OF 3. THIS DOCUMENT HAS BEEN SPLIT INTO
MULTIPLE PARTS ON LEXIS TO ACCOMMODATE ITS LARGER SIZE. EACH PART

CONTAINS THE SAME LEXJS CITE.]
MEMORANDUM FINDINGS OF FACT AND OPINION

DAWSON, JUDGE: These consolidated cases were assigned to Special Trial Judge D. Irvin Couvillion
pursuant to Rules 180, 181, and 183. n2 The Court agrees with and adopts the opinion of the Special
Trial Judge, which is set forth below. §

------------------ Footnotes- -« -« -~ =~ oo oo

n2 Unless otherwise indicated, section references are to the Internal Revenue Code in sffect for the years
atissue. All Rule references are to the Tax Court Rules of Practice and Procedure.

OPINION OF THE SPECIAL TRIAL JUDGE
COUVILLION, SPECIAL TRIAL JUDGE: In these consolidated cases, respondent determined

deficiencies in petitioners' Federal income taxes, additions to tax, n3 penaliies, and increased interest, as
follows:

Investment Research Associates, Ltd., and Subsidiaries

Dacket No. 43966-85:
Addition to Tax
Year Deficiency Sec. 6659(a)

1979 $18,791 $5,637

Daocket No. 45273-86:
Additions to Tax

Year Deficiency  Sec. 66353 Sec, 6639(a) Sec. 6661

1982 $174,225  §8711 $49,154 S1,038

Dacket No. 30830-88: nl
Additions to Tax
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Ballard did not cooperate with respondent's agents at various stages of their investigation of his tax
returns. He withheld relevant documents and information involving transactions with the Five.

Ballard discarded and permitted others, including Kanter, Gallenberger, and Weisgal, to discard
supporting income documentation, an intentional act designed to conceal and evade the reporting and
payment of Federal income tax.

Ballard allowed Kanter to commingle his share of the kickback moneys in the laundering mechanism
Kanter used to conceal its identity. Ballard's use of the various Kanter sham entities (including among
others, IRA, TMT, KWJ Corp., KWJ Co., Essex, Zeus, Holding Co., Irtl Films, HELO, Administration
Co., and Principal Services) made it difficult and sometimes impassible to trace the cash-flow and is
substantial evidence of Ballard's intent to evade tax. Commingling the kickbacks in the accounts of the
conduit entities, together with other unrelated income, was a device to [*348] hide the kickbacks from
Prudential and the IRS, and is evidence of Batlard's fraud.

Ballard plainly attempted to disguise the source of the kickback funds by funneling money in the
roundabout method through the conduit entities over a period of many years.

Ballard made the following misleading and false statements:

(1) He testified that at the dinner mesting where Kanter
introduced Schaffel to Ballard and Lisle, they only discussed
politics, football, and religion, and that no business was discussed;

(2) he testified that he did not know whether Walters had
transacted any business with Prudential when Ballard was at
Prudential and that he was not involved with the Ramada Renaissance
property; yet he met with Schaffel and Walters to finalize the
financing of the Cherry Creek Place IT and the Ramada Renaissance
properties;

(3) he testified that Prudential did not purchase the Schnitzer-
PMS stock because, apart from the potential conflict of interest,
Prudential did not have any business to give to Schnitzer-PMS; yet
Prudential started giving Schnitzer-PMS substantial business;

(4) he testified that he had no involvement and no meetings with
Connolly other [*349] than seeing him at the Gateway hotel; yet he is the
person who introduced Connolly to Eulich for purposes of setting up
the Essex arrangement.

Finally, we find Ballard's testimony vague, evasive, and unreliable as to the kickback payments in the
face of overwhelming evidence to the contrary.

Ballard's pattern of consistent and substantial underreporting of income, when accompanied by the other
indicia indicating an intent to conceal incorne, justifies our finding that Ballard's underpayment of tax
attributable to income he omitted from transactions involving the Five is attributable to fraud.

3. KANTER'S FRAUD

Kanter was the architect who planned and executed the elaborate scheme with respect to the kickback
income payments received from the transactions involving the Five. Ballard and Lisle participated with
him, shared in the payments, and cooperated in the diversions. In our view, what we have here, purely
and simply, is a concerted effort by an experienced tax lawyer and two corporate executives to defeat
and evade the payment of taxes and to cover up their illegal acts so that the corporztions, Prudential and
Travelers, and the Federal Government would be unable to discover them. [*350]
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Respondent has proven by clear and convincing evidence that Kanter underpaid his taxes for each of the
years at issue attributable to transactions related to the Five. Respondent has also proven by clear and
convincing evidence that Kanter intended to evade taxes known to be owing on that income by conduct
designed to conceal, mislead, or otherwise pravent the collection of such taxes. ’

The record is replete with several indicia of Kanter's fraud. They are:

First, Kanter has a legal education. He has been a practicing tax attorney since 1956 He has taught
courses i estate and gift taxation and estate planning at the University of Chicage Law School. He hias
lectured and written extensively in the area of Federal tax law. For a number of years, he has been a
writer and contributor to the Journal of Taxation, a national moathly publication devoted exclusively to
Federal taxation. Kanter, s an experienced tax attorney, obviously understood and fully appreciated his
legal obligations to report income correctly and to pay taxes on that incorme. Nevertheless, he
disregarded these obligatioas by conceiving and carrying out various schemes to misdirect income.
Furthermore, he was or should [*351] have been aware that hus Federal income rax liabilities were
substantially underreported for each of the years in issue.

Second, as we have previously found, Kanter reported adjusted gross losses on his Federal income tax
returns for every year from 1978 through 1989. For 11 of those years he paid no Federal income taxes,
and only minimurm tax of $ 1,671 in 1978. Kanter omitted income received from transactions with the
Five during the years 1978 through 1989 (except for 1985) in the total amount of $ 3,422,469. Even for
1985, a year not before us here, he omitted § 1,592,939,

Third, Kanter created a complex laundering mecharnusm made up of sham corporations and entities
(including among others, IRA, Carlco, TMT, BWK, Inc., KWJ Corp., KWJ Co., Essex, Zeus, Holding
Co., Int'l Films, HELO, Administration Co., and Principal Services) to receive, distribute, and conceal
his income, as well as Ballard's and Lisle's income. Payments made for their services were paid to IRA
and Holding Co. or one of their subsidiaries. The payments were commingled with funds from other
entities in Adminis:ration Co.'s accounts and later Principal Service's accounts. Large amouats of mouey
were distributed [*352] to various entities and individuals, including Kanter, Ballard, and Lisle,
through IRA, Holding Co., HELO, Intl Films, and the Bea Ritch trusts. The distributions were disguised
as loans and recorded as receivables. The receivables were shuffled (through book entries) between the
various entities and eventually written off. Kanter's use of the various sham entities made it difficult and
sometimes impossible to trace the flow of the money and is substantial evidence of his intent to evade
tax. See Scallen v. Commissioner, 877 F.2d 1364, 1370-1371 (8th Cir. 19

Fourth, as reflected in our findings of fact, Kanter did not cooperate with respondent’s agents at various
stages of their investigation of his tax returns. He withheld relevant documents and information
involving transactions with the Five and the movement of moneys through the conduit entities such as
Administration Co., IRA, Holding Co., and others.

Kanter caused some records to be destroyed and attempted to place other records beyond the reach of the
revenue agents conducting the investigation. We find in particular that des‘ruction of records that were
the subject of the TRS summonses after [*353] the issuance of the summonses to be a strong indication
of fraud. "The sumnmons had no time limit, was never withdrawn, and * * * required the recipient to
retain -- indefinitely -- the documents within its scope.” United States v. Administrative Enters., Inc., 46

E3dat 673.

Gallenberger and Weisgal claim that records had been discarded pursuant to a 3-year retention policy
based on the normal 3-year statute of limitations for assessing tax deficiencies. Yet the records they
destroyed related to returns that were being audited and were the subject of IRS administrative
summonses. We think that such a 3-year retention policy could not justify the destruction of corporate
minutes, stock ownership records, cr resolutions by the boards of directors. Moreover, some of the
entities nvolved were trusts or corporations owned by trusts. Corporate officers and dircctors, as well 25
trustees of trusts, are often required to account to stareholders and beneficiaries for periods greater than
3 years. Nong of the individuals involved with the various entities (Gallenberger, Weisgal, Meyers, and
Schott) acted in any independent manner. They all acted as directed by [*354] Kanter. It is clear that
they destroyed the records at Kanter's direction.
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Kanter, 2 tax professional whe represents clients before the IRS and this Coust, is aware of the need for
documentation and records to support the items reported on tax returns. In light of that knowledge,
coupled with other evidence, we find that his discarding of his supporting income documentation was an
intentional act designed to conceal and evade the reporting and payment of Federal incometax.

Fifth, Kanter's commingling of his income with the moneys of others is an indication of fraud in an
attempt to avoid tax. United States v. Walton, 909 E.2d 915 (6th Cir. 1990). The use of IRA and the
other entities by Kanter and the commingling of the kickback moneys were part of the Jaundering
mechanism designed by Kanter. All of the commingling of Kanter's incorue, as well as that of Ballard
and Lisle, was done at his direction. Commingling of the kickbacks in Administration Co.'s accounts,
together with other urrelated income, was designed to conceal the kickbacks. The commingling and
laundering are evidence of fraud. Maddas v. Commissigner, 114 F.2d 548 (3d Cir. 1940); [*355]
United States v, Jackson, supra.

Sixth, Kanter's scheme was intended to "thwart the effective functionir.g of the IRS"” and was an attempt
to disguise the source of income. Kanter plainly attempted to disguise the saurce of the kickback finds
by the manner employed in sending the moneys through conduit entities in a roundabout method over 2
periad of many years. Obviously, he, as well as Baliard and Lisle, did not want Prudential and Travelers
to know about the kickback payments. Certainly, the movement of the moneys had no legitimate

business purpose.

Seventh, Kanter's reporting of the kickback moneys on the retums of [RA and Holding Co. was designed
to conceal the scheme, and is another strong indication of Kanter's fraud. See Lang v. Commissioner,
T.C. Memo 1961-134, where the reporting of incorre from property beneficially owned by the taxpayer
on the returns of family members was held to be fraudulent. It 15 clear that Kanter used the sham
corporations to give the appearance that the kickback income was eamed by them, rather than Ballard,
Lisle, and himself, and that there was no tax due by the corporations because there [¥356] were claimed
losses sufficient to offset the income. Moneys were distributed from IRA and Holding Co. at Kanter's
direction to other entities that were created fo conceal further the true nature of the payments. Three of
those entities, TMT, Carlco, and BWK Inc., were controlled respectively by Ballard, Lisle, and Kanter,
and were the repositories of the kickback moneys distributed from [RA.

Eighth, Kanter routinely used the various conduit entities as nominees, placing money and property in
the names of the entities to conceal the transactions. In fact, when it was convenient, he would assert that

the entity held an asset merely as nomince.

Ninth, Kanter created phony loazs to disguise the distributions of the income to hiraself and others and
to evade the income tax due on the income. He later arranged for sales of the receivables for nominal
amounts in order to claim false bad debt deduction losses and offset additional income reported on his

returns and the returns of the conduit entities.

Tenth, as discussed previously, Kanter's testimony at wial was implausiblz, unreliable, and sometimes
contradictory. We did not find it credible.

Finally, other factors that support 2 finding [*357] of Kanter's fraud include, but are not limited to,
manipulations of deductions and ircome between various corporate, partuership, and trust entities to
conceal not orly his incore but the income of others; failure to account for payments for services; and
the use of the various artifices to divert the payments to his children and iusts benefiting his family.

Kanter's substantial understatements of income over an 11- year period, his intentional misdirection o7
income, and his deliberate mischaracterizations of the transactions are clear and convineing evidence of
his fraudulent intent to evade taxes, particularly ir light of his legal education and experience and overall
tax sophistication. See Scallen v. issioner. 877 F.2d 1364, 1370-1371 (8th Cir. 1989); Sisson v.
Commissioner, T.C. Memo 1994-545, affd. without published opinion 108 E.3d 359 (9th Cir. ;

eadon v. issioner, T.C. Memo 1992-633.

The transactions involved here were masquerades, concealing the true character of the payments. In
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reality, an attorney and two highly successful businessmen conspired [*338] to conceal millions of
dollars of kickbacks, using a multitude of entities with friends and employees serving as officers of
convenience, in an attempt to defraud the employers of Ballard and Lisle and evade taxes properly owed

to the Government.

As each layer of Kanter's complex organization is removed, and the flow of the money is followed, the
magnitude of the fraud is revealed. Kanter's explanations are mere platitudes and rationalized rhetoric
intended to obfuscate the true character of the transactions and his wrongdoing.

F. SUMMARY AND CONCLUSIONS AS TO FRAUD

The addition to tax or penalty in the case of fraud is a civil sanction provided primarily as a safeguard
for the protection of the revenue and to reimburse the Government for the heavy expense of
investigation and the loss resulting from the taxpayer's fraud. Helvering v. Mitchell, 303 1.S. 391, 401
82 1..Ed. 917. 58 S. Ct. 630 (1938). The facts, as we have found in detail, clearly show that Kanter,
Ballard, and Lisle, through the use of various conduit entities, devised a multifaceted scheme to shield
kickback payments they received from transactions involving the Five. Their fraud resulted in the
Federal Government [*359] not being paid several millions in income taxes due and owing. Clearly,
the Government incurred great expense investigating petitioners' returns. The investigation took years
and involved the efforts of dozens of IRS agents and several Govermunent attorneys.

Petitioners created profitable business deals between the Five and Prudential and Travelers. The large
sums of money they received as kickbacks were diverted at Kanter's direction to their controlled conduit
entities. To effectuate the part of the scheme involving the Prudential transactions, Kanter through his
related entities (IRA and its subsidiaries), retained the moneys for a period of time until they were
distributed directly or indirectly to Ballard, Lisle, and humself in a 45-45-10 percent split. To effectuate
the remaining part of the scheme involving the payments for Kanter's services, including payments from
the Schaffel/Travelers transactions, Kanter caused the moneys to be paid to Holding Co., which ke

controlled.

As a result of the overall scheme, over $ 13 milkion of kickback and other income was omitted by
petitioners collectively. The evidence is clear and convincing that they intended to evade the payment of
their [*360] taxes on such omitted income. Accordingly, after considering all the facts and
circumstances contained in the massive record of these cases, we hold that Kanter, Ballard, and Lisle are
Hiable for the fraud additions to tax and penalties for each of the years at issue.

ISSUE 2. WHETHER CERTAIN COMMITMENT FEES PAID TO CENTURY INDUSTRIES, LTD.,
ARE INCLUDABLE IN KANTER'S INCOME FOR 1981, 1982, 1683, 1984, AND 1986

FINDINGS OF FACT

Century Industries, a parmership, was organized in 1979. Its partners were the Bea Ritch trusts, Weisgal
individually (rather than as trustee of the Bea Ritch trusts), and a third individual. The 25 trusts
(collectively), Weisgal, and the other individual each held one-third interests in the partnership. The
parmership's objective was to engage in highly leveraged investments in which the partners would
contribute relatively minimal amounts of their own capital. The partnership was ultimately unsuccessful

n such investments.

In early 1980, the partnership was reconstituted. The thicd individual referred to above withdrew £om
the partnership, new partners were admitted, and the partnership's investment focus was changed. The
new partners included Kanter, [*361] four family trusts for the benefit of Weisgal's family members
(the James Children's Trust, the Lawrence Children's Trust, the Lee Children's Trust, and the Richard
Children's Trust), and another investment partnership composed of irrevocable trusts for the benefit of
Weisgal's family called Atlay Valley Investments General Partuership (Atlay partnership).

During 1980 and 1981, the partners in Century Industries, their capital interests, and their initial cepital
contributions were as follows:
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UNITED STATES OF AMERICA
Before the
SECURITIES AND EXCHANGE COMMISSION

March 10, 1997

In the Matter of ORDER DIRECTING A PRIVATE
INVESTIGATION AND :
Ulster Investments, Ltd. DESIGNATING OFFICERS TO

C-2851 : TAKE TESTIMONY

LTI TR

I.
The Commission’s official public files disclose that:

A. Site Holdings, Inc. f£/k/a Site-Based Media, Inc. (Site)
is a corporation based in New York, New York engaged in the
business of selling in-store video advertising equipment. Site’s
securities are registered with the Commission pursuant to Section
15(d) of the Securities Exchange Act of 1934 (Exchange Act) and
its stock is traded over-the-counter on the NASDAQ system.

B. Hibbard, Brown & Co., Inc. (Hibbard) was a broker-
dealer based in New York, New York and registered with the
Commission until December 13, 1995. The Commissioén revoked
Hibbard’s registration in a case styled In the Matter of F.N.
Wolf & Co., Inc., Securities Act Release No. 7247 (December 13,
1895) .

II.

Members of the staff have reported information to the
Commission which tends to sghow:

A, From October 18983 through at least May 1994, Ulster
Investmentg, Ltcd., an Antiguan corporation (Ulster), Site,
Hibbard and others may have made use of the mails or means and
instrumentalities of interstate commerce to offer, sell and
deliver after sale Site common stock while no registration
statement was on file with the Commission or was in effect with
regpect to those securities and without a valid exemption from
the registration requirements of the Securities Act of 1933
(Securities Act).

B. While engaged in, and in connection with the offer, sale
and delivery after sale of Site common stock issued purportedly
in reliance on & Regulation § safe harbor, Ulster, Site, Hibbard
and others may have offered, sold, ‘and delivered after sale,
unregistered Site stock to a U.S. person, or for the account or
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benefit of U.S. persons, without complying with the requirements
of Regulatien S.

C. While engaged in, and in connection with, the offer,
szle and delivery after sale of Site common stock, Ulster, Site,
Hibbard and others may have entered into a transaction or series
of transactions which, although in technical compliance with
Regulation §, was part of a plan or scheme to evade the
registration provisions of the Securities Act.

III,

The Cammission having considered the staff report and
deeming such acts and practices, if true, to be in possible
violation of Sections S5(a) and 5(c) of the Securities Act, finds
it necessary and appropriate and hereby,

ORDERS, pursuant to the provisions of Section 20(a) of the
Securitieg Act, that a private investigation be made to determine
whether the aforesaid persons have engaged, or are about to
engage, in any of the reported acts or practices or in any acts
or practices of a similar purport or object; and

FURTHER ORDERS, pursuant to the provisions of Section 1S (b)
of the Securities Act that for purposes of such investigation,
Randall J. Fons, Robext J. Burson, Mark R. Borrelli, Jeannette L.
Lewis, Timothy L. Warren, John R. Brissman, David J. Medow,
Tromas W. Szromba, Peter Chan, Michael J. Diver, Kevin M.
Robinson, Tina Diamantopoules, Bruce M. Lewitas, Evelyn T.
Kendra, George J. Miller, Scott J. Hlavacek, Luz M. Aguilar,
Willjam P. Glaser, James R. Silverwood, Norman H. Jones, Jameg B.
Wilson, Michelle A. Fingal, and Donald A. Ryba and each of them,
is hereby designated an officer of this Commission and empowered
to administer ozths and affirmations, subpoena witnesses, take
evidence and reqguire the production of any books, papers, or
other documents deemed relevant and material to this inguiry, and
to perform all other duties in c¢onnection herewith as prescribed
by law.

By the Commission. ( / ~y7 /{)/ s /

Jonathan G. Xatz
Secretary




3786

Document 3 of 50.

Copyright 1999 Crain Comumunications Inc.
Crain's Chicago Business

March 15, 1999

SECTION: Letters; Pg. 3

LENGTH: 983 words

HEADLINE: IRS TANGLES WITH ZELL OVER PARTNER'S ESTATE: AGENCY CLAIMS
LURIE TRUSTS WERE TAX-REDUCTION PLOY

BYLINE: PAUL MERRION
BODY:

The Internal Revenue Service is seeking between $47.6 million and $83.7 million from the estate of the
late Robert Lurie, alleging a broad series of complex tax-reduction schemes involving his longtime
friend and business partner, billionaire Chicago investor Sam Zell.

In several hundred thousand pages of documents and 13 days of triai in U.S. Tax Court here ending early
last month, the government is alleging that Mr. Lurie sought to recuce estate taxes through improper
transfers of assets and income to trusts set up in 1969 for the benefit of his family.

Mr. Zell has not been charged with any civil or criminal wrongdoing, and attomneys for the Lurie estate
say the [RS' allegations are groundless.

The crux of the case is whether the trusts paid "less than full and adequate consideration” for those
assets, according to the IRS.

Noting that the 10 Lurie family trusts were set up with $200 each o capital and grew to more than $36
million in value by the time Mr. Lurie died in 1990, an IRS trial memorandum alleges that Mr. Lurie
"created the facade that theix trusts' wealth was the result of 'investments' made by the trusts.”

While the taxpayer generally bears the burden of proof in Tax Court, in this case, the IRS must dissect
two decades of real estate deals and other transactions to make these civil tax charges stick.

"Normally, estate planning holds up because the (Internal Revenue) Code permits you to do a number of
things," says Charles Bruce, a Washingtan, D.C., attorney and expert on the use of trusts. "If you're
being aggressive, this case may stand for the proposition that you're going to end up in Tax Court."
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Messts. Lurie and Ze!l had 2 nickname for their collection of trusts and parmerships owned by trusts,
which served as their combined investment vehicle for real estate and other deals: "The Family "

The IRS alleged in Tax Court documents that Mr. Lurie used "false books and records,” "back-dated

documents” and "sham transactions.”

However ccmplex the case has become, atornzys for the Lurie estate say the IRS has simply not proved
the neart of s case.

"There is innuendo, but never any showing these were false books and records,” says Robert Levin, the
Lurie estate's lead attomey. "A lot of this is gratuitous. There was not a single witness to say these tax
returns were false. It is completely unsubstantiated.”

Colorful characters

The case is a dichotomous blend of dry, technical legal issues and colortul characters, from the
irreverent, motorcycle-riding Mr. Zell to the noted Chicago tax-shelier attomney Burton Kanier, whose
Jlients and law partners participated in seme of the carliest deals of what would become the Zell-Lune

‘mpire.
Thus is the latest in a series of cases the IRS has pursued against Mr. Kanter's clients as well as Mr.

Kanter himszlf, including a claim for $53 million against the estate of A. N. Pritzker, the patriarch of
Chicago's wealthiest family, which was settled out of court in 1994 for $9.5 million (Crain's, April 25,

1994).

"Clearly, I've been a target for a long time," says Mr. Kanter in a telepaone interview. "I don't see any
likelihood of that changing.” '

Mr. Kanter was also a witness in the recent Lurie estate Tax Court trial.

Qver the objections of attorneys for M. Kanter and the Lusis estate, the IRS repeatedly brought up
during the trial 2 23-year-old case in which Messrs. Zell and Kanter and Roger Baskes — who is Mr.
Zell's brother-in-law and a former partner of Mr. Kanter -- were indicted in a tax-evasion scheme
involving foreign trusts at 2 bank in the Bahamas.

"That was an attempt to tarnish somebody with somebody else's problem,” says Chucago attorney
Stephen Novack, who represents Mr. Zell. "It was designed to prejudice the court.”

In that case, which grew out of a controversial IRS investigation called Project Heven, the charges
against Mr. Zell were dismissed, Mr. Kanter was acquitted and Mr. Baskes was convicted and sentenced

to two years in prison.

"Advocated family trusts’

At the recent trial in the Lurie estate case, Mr. Zell testified that he encouraged Mr. Lurie to use trusts in
his business deals and served as the first trustes of the Lude family trusts, shortly after the two college
frier.ds aad business partners teamed up again in Chicago in 1969. (M. Kaater was the initial trustee of

Mr. Zell's family trusts.)

"I don't remember my exact language, bu: I'm sure I advocated family trusts as very effective and helpful
In creating estate plans," Mr. Zell testified.

A pretrial memo filed by the estate's lawyers notes that in 1969, M. Zell "spent rmuch time discussing
with Mr. A. N. Pritzker the concept of the use of trusts and the beacfits of 100%-financed transactions,
which laid the groundwork for much of the structure of the subsequent business activities in which Zell
and (M. Lurie) were to engage.” At the time, the Pritzker family -- through a senes of trusts -- was
investing in one of Mr. Zell's first mzjor real estate deals.
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"The success of Lurie's and Zell's schemes depended upon whether they coutd successfully obscure their
identity as the "transferors’ of the assets, income and real estate interests that they transferred to their
trusts,” the IRS alleged in its trial memo summarizing the case before witnesses were heard. "To hide
their identity as transferors they created the facade that their trusts’ wealth was the result of 'investments’

made by the trusts."

Notes Mr. Levin, the attorney for the Lurie estate: "That's easy to say in 2 trial memo, but it wasn't in
their opening statement and it was not (brought out) in the trial. There's nothing in here that's a facade.”

The case now moves into a post-rial phase of legal briefs and responses, which could take years before a
final decision is rendered by the court.

GRAPHIC: Rich testimony: In Tax Court, Sam Zell said he encouraged the late Robert Lurie to use
trusts and served as the first trustee of the Lurie family trusts.

LANGUAGE: ENGLISH
LOAD-DATE: March 12, 1999
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SECURITIES AND EXCHANGE COMMISSION, Applicant, v. BURTON KANTER and JOSHUA
KANTER, Respondents.

Case No. 98 C 2101

UNITED STATES DISTRICT COURT FOR THE NORTHERN DISTRICT OF ILLINOIS, EASTERN
DIVISION

1998 U.S. Dist. LEXIS 10902

July 9, 1998, Decided
July 10, 1998, Docketed

DISPOSITION: [*1] SEC's Application and Motion for an Order to Require Compliance with
Subpoenas GRANTED.

COUNSEL: For SECURITIES AND EXCHANGE COMMISSION, plaintiff: David J. Medow,
Michael J. Diver, United States Securities & Exchange Commission, Chicago, IL.

For BURTON KANTER, JOSHUA KANTER, defendants: Ray G. Rezner, William Scott Porterfield,
Gayle L. Yeatman, Barack, Ferrazzano, Kirschbaum, Perlman & Nagelberg, Chicago, IL.

JUDGES: ARLANDER KEYS, United States Magistrate Judge. Chief Judge Marvin E. Aspen.
OPINIONBY: ARLANDER KEYS
OPINION: MEMORANDUM OPINION AND ORDER

The dispute before the Court arises from Applicant's Motion for an Order to Require Compliance with
Subpoenas. For the reasons set forth below, the Court grants Applicant's motion.

BACKGROUND

On March 10, 1997, Applicant, the Securities and Exchange Commission ("SEC"), issued a formal order
of investigation nl concerning unregistered stock purchases made overseas by Ulster Investments
Limited ("Ulster") in October of 1993 and February of 1994. (Appl.'s Mem., Ex. B; Resp. at 4, 5.) The
SEC alleges that Ulster, incorporated overseas in Antigua, the West Indies, was created for the purpose
of purchasing the unregistered common [*2] stock of Site Holdings, Inc. f/k/a Site-Based Media, Inc.
("Site"). (Appl.'s Mem. at 4, 5; Reply, Ex. A.) According to the SEC, Ulster then sold the unregistered
stocks to Hibbard, Brown & Co., a New York broker-dealer. (Appl.'s Mem. at 4, 6.) The SEC's inquiry
concerns whether Ulster's purchases of unregistered shares of Site violated Regulation S. n2 (Appl.'s
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Mem. at 2); see 17 C.E.R. § 230 (1997), Regulation S (Preliminary Notes).

nl Pursuant to 17 C.F.R. § 203 (1997), a formal order of investigation authorizes the SEC to commence
a private investigation into possible federal securities law violations. Such orders autherize the agency to
subpoena testimony and documents, if necessary, from parties under investigation.

nZ Regulation S is applicable only to the Securities Act of 1933, 15 U.S.C. § 77(e) (1994). Regulation S
governs the offers and sales of unregistered securities made outside the United States. Under a
Regulation S registration exemption, unregistered securities acquired overseas may be resold in the
United States without registration. However, a Regulation S exemption does not apply to transactions
which are part of a "plan or scheme to evade" the Act's registration requirement. 17 C.F.R. § 230 (1997),
Regulation S (Preliminary Notes) at 579.

The SEC maintains that Respondents Burton and Joshua Kanter have information regarding the
Ulster-Site-Hibbard transactions. (Appl.'s Mem. at 5, 6.) The subpoenas request production of all
documents from January 1, 1993, through December 31, 1996, relating to the Ulster-Site-Hibbard
transactions. (Appl.'s Mem., Ex. A.) Further, the subpoenas request the production of all credit card
receipts and statements; calendars; appointment books; travel itineraries; telephone records; and bank
records from June of 1993, through July of 1994. (Appl.'s Mem., Ex. A.)

It appears that Burton Kanter’s mother established the St. John's trust -- Ulster's only shareholder -- at
her death in 1990, and made Burton Kanter's family, including Joshua Kanter, its beneficiaries. (Resp.
at 3, 4.) It further appears that at the time of the transactions, Burton Kanter was a director of Antigna
International Trust, Ltd. ("Antigua International”). (Appl.'s Mem. at 5.) Located overseas, Antigua
International is Ulster's sole director and the entity that incorporated Ulster prior to the stock transactions
in question. (Reply at 7.) The SEC claims that Burton Kanter may have arranged for Ulster's purchases
ofthe [*4] Site stock as’a "plan or scheme to evade the registration requirements of the Securities Act. .
.." (Appl's Mem. at 2.) The SEC contends that the Kanters may have improperly used "Kanter-related
entities” to facilitate the stock transactions. (Appl.'s Mem. at 6, 7; Reply at 7-9.) The investigation
includes Joshua Kanter, because, as a beneficiary of St. John's Trust, he may have documents relevant to
the SEC's investigation. (Reply at 7, 8.)

Before the Kanters received the subpoenas, Ulster had produced documents directly related to its
purchase of Site securities. (Resp. at 1.) However, the Kanters refused to comply with their subpoenas.
(Resp. at 1.) They claimed that the subpoenas were overly burdensome and too broad in scope, and that
Ulster had already voluntarily produced all documents relevant to the SEC's inquiry. (Resp. at 1, 2;
Appl’s Mem., Ex. E.) Although the SEC and the Kanters attempted to resolve their differences, they
were unable to agree as to the relevance of the subpoenaed, yet still unproduced, documents. (Appl’'s
Mem., Exs. F-1.) Thus, the SEC filed the instant motion to enforce compliance with the subpoenas duces
tecum.

DISCUSSION
A. [*5] The Scope of the SEC's Authority

Congress vested the SEC with broad discretion in its investigation of possible securities violations. The
SEC may "require the production of any books, papers, or other documents which {it] deems relevant or
material to the inquiry.” 15 U.S.C. § 77s (b) (emphasis added). However, the SEC may not abuse its
power and issue a subpoena for improper purposes such as harassing or pressuring the subpoenaed party.
United States v. Powell, 379 U.S. 48, 58, 131, Ed. 2d 112, 85 S. Ct. 248 (1964).

B. The Standard for Enforcing Administrative Subpoenas

An administrative agency acts within the scope of its investigatory powers when the inquiry is within the
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agency's authority, not too indefinite, and reasonably relevant to the investigation. United States v.

Morton Salt Co., 338 U.S. 632, 652, 94 L. Ed. 401, 70 S. Ct. 357 (1950). Further, to enforce its

subpoena, the agency must show that the investigation serves a "legitimate purpose, that the inquiry may

be relevant to the purpose, that the information sought is not already within the [agency's] possession,

and that the administrative steps required by the {agency] have [*6] been followed. . . ." Powell. 379
J.S. at 57-58.

C. Application of the Standard to the SEC's Subpoenas

The SEC satisfies the first elements of the Morton Salr and Powell tests, respectively, because the SEC
investigation is "within its authority" and serves a "legitimate purpose.” Congress allows the SEC to
investigate any potential securities law violation at its own discretion "whenever it shall appear to the
Commission . . . that the provisions of this subchapter, or of any mle or regulation prescribed under
authority thereof, have been or are about to be violated . .. ." 15 U.S.C. § 77t(a). The SEC's
investigation of Ulster's purchase of unregistered Site stock, and the possible violation of Regulation S,
lies within the SEC" s authority. Therefore, this Court has no reason to suspect the SEC’s inquiry is
outside its authority or serves an illegitimate purpose. n3

n3 The Court finds for the SEC despife the Kanters' protests alleging that the SEC has "unfairly”
atiacked Burton Kanter and targeted him because of his associations with people having "'regulatory
problems." (Resp. at 7, 8.) This Court finds ample other evidence giving the SEC legitimate reasons to
investigate the Kanters. Further, the standards the Court uses today speak of no "fairness"” requirement.
Therefore, this Court need not address the legitimacy of the Kanters' allegations.

Further, the documents the SEC has requested from the Kanters are "not too indefinite.” The "personal
records" which the Kanters particularly object to producing, such as the credit card receipts/statements;
bank records; appointment books; and telephone records, are only for the period between June of 1993
and July of 1994. The Ulster-Site-Hibbard transactions occurred in October of 1993 and February of
1994 and, therefore, the requested "personal” documents from around that particular time period are
relevant. The other, "non-personal” documents sought by the SEC cover the more extensive period from
January 1, 1993, through December 31, 1996, and concern entities associated with the Kanters and
possibly connected to the transactions. These documents are also relevant to the investigation, because
they may provide information concerning the Ulster-Site-Hibbard transactions. Thus, this Court finds
that the scope of the subpoenas is not too indefinite.

As touched upon above, the SEC's request satisfies the "reasonably relevant" and "relevant to the
purpose” elements of the Morton Salt and Powell tests, respectively. The Supreme Court, in Morion
Salt, analogized an administrative [*&] agency to a "Grand Jury, which does not depend on a case or
controversy for power to get evidence but can investigate merely on suspicion that the law is being
violated. ... " 338 UJ.S. at 642; see SEC v. Savage, 513 F.2d 188, 189 (7th Cir. 1975) (finding that the
SEC need not justify its investigative subpoenas by proving at the outset what the investigation is
“designed [to do] and authorized to illuminate.") The SEC has the power to investigate any possible
securities law violation. The SEC may investigate documents in the Kanters' possession which are
refevant to its investigation. The suspected violations appear related to the Kanters, or at least to entities
associated with them.

The Kanters raise two arguments to support their contention that the documents the SEC seeks are
irrelevant. First, they argue that they are innocent of any wrongdoing, and therefore, any additional
documents the SEC still secks are irrclevant to its investigation. (Resp. at 9, 10.) At this carly stage in
the investigation, however, the SEC need not have conclusive evidence of any wrongdoing by the
Kenters to seek an order forcing them to comply with the subpoenas. The suspected violations relate
[*9] to such matters as: the purpose of Ulster's formation; the possible plan to evade securities
registration requirements with the stock transactions; the resale of the stocks to a United States
corporation; and the roles Burton and Joshua Kanter may have played in the operations of Ulster and/or
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Site. Since the Kanters are involved with Ulster, Site and, to some dégree, the other entities included in
the subpoenas, the SEC's broad powers allow it to request all documents which it deems reasonably
relevant to the transactions. Those documents inciude the documents the Kanters refuse to produce.

The Kanters also argue that producing their personal financial records would violate their privacy rights.
(Resp. at 8.) They cite to In re McVane, 44 F.3d 1127 (2d Cir. 1995), in hopes of preventing disclosure
of their financial records. (Resp. at 8.) However, the McVane court found that only an investigation "of
such a sweeping nature and so unrelated to the matter properly under inquiry . . . . " would exceed
agency powers. 44 F.3d at 1135 (quoting Morton Salt, 338 T1.S. at 652). In re Gimbel added that people
choosing to involve themselves in intensely regulated industries should [*10] not expect to have the
same privacy interests as those who do not. 77 F.3d 593, 600 (2d Cir. 1996).

The Kanters, as businessmen, should not complain of privacy invasions when a regulatory body, such as
the SEC, requests information from them during an investigation of business transactions and possible
securities violations. The SEC is not improperly imposing upon the Kanters' privacy rights, because it is
statutorily authorized to investigate all relevant matters. The "personal” records that the SEC requests are
only those dating to approximately the time period surrounding the alleged securities violation. Surely,
the dates are specific enough that the inquiry may not be described as that of a "sweeping nature” or
“unrelated to the matter.” Therefore, the “personal” documents sought by the SEC are neither
unreasonable nor irrelevant to its investigation.

Satisfying the third Powell requirement, the SEC does not already possess any of the documents the
Kanters are refusing to produce. Although the Kanters claim that Ulster has already produced all
documents relevant to the Site offerings, the Kanters have not tumed over all the documents subpoenaed
by the SEC. Clearly, the [*11] SEC cannot obtain these materials from any other source. Ulster, for
instance, is a foreign corporation and cannot be compelled to produce any documents. As evidenced by
the correspondences between the SEC and the Kanters, the SEC does not possess any of the documents
it is now asking this Court to compel the Kanters to produce.

Finally, the SEC has followed the required "administrative steps” in seeking to compel the production of
documents. The sole requirement under the SEC' s Rules Relating to Investigations 1s that the agency
issue a formal order of investigation before issuing a subpoena. 17 C.F.R. § 203 (1997). The SEC
followed the requirement by issuing the formal order of investigation on March 10, 1997, and serving
the Kanters with their separate subpoenas.

CONCLUSION

The SEC has satisfied both the Morton Salt and Powell tests for enforcing compliance with an
administrative subpoena. Therefore, the Respondents Burton and Joshua Kanter are directed to produce
all documents requested by the SEC's subpoenas.

IT IS THEREFORE ORDERED that the SEC's Application and Motion for an Order to Require
Compliance with Subpoenas be, and the same hereby is, [*12] GRANTED. The documents described
in said subpoenas shall be produced no later than July 17, 1998.

DATED: July 9, 1998

ENTER:

ARLANDER KEYS

LRl G |
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HEADLINE: Tax guru, IRS ready for face-off;
Lawyers to stars returns to court

BYLINE: By PAUL MERRION

BODY:
Once again, Burton W. Kanter is going to have his day in court.

One of Chicago's most prominent -- and controversial -- tax attorneys is heading to trial in U.S. Tax
Court here next month to defend almost 10 years worth of transactions, with more than $ 10 million in
back taxes and penalties at stake.

The trial, scheduled to start June 13 in Chicago, is expected to last at least two weeks.

As one of the nation's leading experts on the use of trusts and other ways to avoid taxes -- a subject on
which he lectures at the University of Chicago law school -- Mr. Kanter has helped numerous wealthy
Americans set up complicated arrangements of trusts and other entities to reduce their taxes.

"But Kanter is probably the one lawyer that every lawyer in town would recommend,” says Bruce Frey,
president of Glencoe-based real estate finm BIF Development Inc., who teamed up with Mr. Kanter and
former Chicago Bears coach Mike Ditka last year in an unsuccessful bid for the Miami Dolphins
franchise.

However, the Internal Revenue Service has challenged several of the deals he has structured for clients,
such as Chicago's Pritzker family -- owners of the Hyatt Corp. hotel chain -- and several in the
entertainment industry, including musician John Fogerty, leader of Creedence Clearwater Revival.

Often, his clients have won or reached a favorable settlement after going to U.S. Tax Court. Last month,
for example, the Pritzkers settled, for § 9.5 million, a case involving more than $ 150 million in back
taxes.

Mr. Kanter himself was acquitted in 1977 of a criminal conspiracy to avoid taxes on the profits from the
$ 9.1-million sale of a Nevada apartment building, although his law partner at the time, Roger Baskes,
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was sentenced to two years in prison for the same charge.

“Burt Kanter took the stand,” says George Cotsirilos, Mr. Kanter's attorney in that case. "That exposed
the defendant to any kind of attack the prosecutor had. The man was completely innocent.”

Under close scrutiny

Since the mid-1970s, when the IRS and the Department of Justice mounted "Project Haven," a major
investigation centered on Castle Bank & Trust (Bahamas) Ltd., Mr. Kanter has been under close scrutiny
by the government.

"Castle (Bank) was a tax haven first and foremost . . . used from time to time to launder illicit funds,"
says Alan Block, a Pennsylvania State University criminology professor, in his book about the Project

Haven investigation, "Masters of Paradise: Organized Crime and the Internal Revenue Service in the
Bahamas."”

"It was Burt Kanter . . . who was instrumental in Castle's formation,” according to Mr. Block's book,
which is based on a four-year investigation into the matter.

M. kanter has consistently denied government allegations that he was an owner of Castle Bank, and
those charges have never been proved in court.

The Project Haven investigation was ultimately hamstrung when an IRS informant stole a list of the
bank’s clients, which made the evidence inadmissible in court.

Mr. Block’s book points out why the government has wanted for years to prove Mr. Kanter's ownership
interest in Castle Bank.

He cites a U.S. Tax Court case in the late 1980s in which the IRS charged Saul Zaentz, a client of Mr.
Kanter, with using Castle to evade taxes on his stake in the award-winning film "One Flew Over the
Cuckoo's Nest."

The IRS sought to prove Mr. Kanter's ownership of Castle, IRS attorney Eugene Ciranni argued at the
trial, in order to bolster the government's position "that a good, hard look at the entire circular
transaction reveals a complete lack of any real economic purpose, beyond tax avoidance.”

Quoting from court documents, the book notes the government's allegation that Castle Bank was "not
independent in any respect . . . Castle basically served as an arm of (Mr. Kanter's law firm at the time),

and even had a Chicago bank account for which Burton Kanter had signatory authority. . . . Its job was
to carry out Kanter's tax plans.”

The Zaentz case was settled in June 1990, without resolving the issue of Castle Bank's ownership.
Mr. Kanter did not return repeated calls for comment.
Another battle

Now, Mr. Kanter, his wife, Naomi, and several firms or partnerships he allegedly controls are preparing
for another monumental battle with the IRS.

In the arcane world of civil tax litigation, it's difficult to glean from the U.S. Tax Court's public record
what the case is all about, and lawyers for Mr. Kanter and the IRS aren't talking.

But several discovery motions filed by Mr. Kanter's layers, quoting proposed IRS allegations not yet in
the public record, show the government may take another stab at proving Mr. Kanter was an owner of
Castle Bank.

Aside from the Castle Bank issue, Mr. Kanter's lawyers also asked for proof of IRS allegations that an
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“income-concealing device used by Mr. Kanter was the transfer of money from one entity to another,
from one dummy (entity) to Mr. Kanter under the guise that it was a 'loan" and that these "loans were
never intended to be repaid, and in fact, were not repaid, unless and until the government questioned a
particular 'loan."

In general, the IRS is pursuing "assignment of income" issues, says Royal Martin, 2 Chicago attomey
who represents Claude Ballard, a partner in the Chicago office of invesiment bank Goldman Sachs &

Co.

Mr. Ballard, whom Mr. Martin describes as a "longtime friend"” of Mr. Kanter, is challenging an IRS
claim for back taxes in a case that has been consolidated with Mr. Kanter's upcoming trial.

Basically, Mr. Martin adds, "the IRS has taken the position that the income of corporations owned by
trusts, the beneficiaries of which are Burton Kanter and his family" should be taxed as income on their
individual tax returns instead.

John Comeau, lead IRS attorney on the case, did not return repeated phone calls seeking comment.

Mr. Martin, who also represents the estate of Robert Lisle, an insurance executive who died last year,
claims that his clients are simply "longtime friends of Kanter's" and he could not explain why they are a

party to the case.

Mr. Martin notes that the IRS allegations cited by Mr. Kanter's attorneys are merely "proposed"”
allegations that "if filed, would be filed when we commence trial in June.”

"The language employed by the (Internal Revenue) Service is a bit of hyperbole,” adds Mr. Martin. "It
will be proven groundless.”

Also, he notes, "we have no understanding why the ownership of Castle Bank is an issue.”
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HEADLINE: Pritzker tax showdown,;
IRS readies press for $ 53 mil.

BYLINE: By PAUL MERRION
DATELINE: WASHINGTON

BODY:
Chicago’s Pritzker family is heading for a multimillion-dollar showdown with the Internal Revenue
Service over aggressive tactics the wealthy family used to avoid personal income and estate taxes,

CRAIN'S CHICAGO BUSINESS learned.

For the last 10 years, the IRS has doggedly challenged the Pritzker family's heavy use of foreign tusts
and other sophisticated tax-avoidance techniques to shelter the proceeds of their vast hotel,
manufacturing and financial empire, estimated to be worth $ 4.5 billion.

With more than $ 150 million in additional income and estate taxes now at stake, attomeys for the
Pritzker family and the IRS have pursued a settiement for five years, according to filings with the U.S.
Tax Court here.

But those talks now are at an impasse and the government expects to seek a trial starting early next year,
according to an IRS attomey who is involved with the case but who asked not to be named.

"No settlement is likely," says the attorney. "It will all become very public fairly soon.”

Negotiations to reach a settlement have centered recently on a Z-year-old case involving the estate of A.
N. Pritzker.

When the patriarch died in February 1986 at the age of 90, he headed a family whose fortune then was
estimated by Forbes at § 2.3 billion. Holdings included the Hyatt Corp. hotel chain and Marmon Group
Inc., and industrial conglomerate with 1991 revenues of $ 3.9 billion.

Yet, as the result of a foreign trust arrangement masterminded more than 15 years ago by Chicago
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attorney Burton Kanter, one of the country's best-known tax-avoidance experts, no estate taxes wers
paid.

In a "notice of deficiency” issued in May 1990, the IRS alleges that the foreign trust was a "sham" and
the A. N. Pritzker estate should have been valued at $ 97,393,835, creating a federal estate tax liability of
3 53,207,409.

The outcome of 12 other related cases -- involving Hyatt Corp. Chairman Jay Pritzker, son of A. N.
Pritzker and executor of his estate, as well as other descendants -- hinges largely on the estate case.

A major issue in those cases is whether income from the family holding company, Great Lakes Corp.,
was properly transferred to foreign trusts or should have been taxable income to the heirs.

Because the IRS has filed challenges for only a few of the years in which foreign trusts were used by the
Pritzkers, the tax liabilities proposed by the agency in both existing and potential cases "substantia{ly
exceed $ 100 million," according to a U.S. Tax Court filing in 1988 -- before the IRS went after an
additional $ 53.2 million from the A. N. Pritzker estate.

"Depending on the court's decision” if and when the estate case goes 1o trial, "a lct of other cases could
fall into place,” says the IRS attomey. "The question is, how far can you stretch the tax laws to shift
income from domestic corporations to foreign trusts and pass on to heirs without paying estate tax?"

Foreign trusts are typically used nowadays to protect assets from litigation, not to avoid estate taxes. In
that sense, the case is unusual and could break new lega! ground. Foreign trusts came inito vogue during
the 1960s, but were sharply restricted by Congress in 1976.

Currently, there is an "extremely unusual set of circumstances in which it could be legal and effective”
to avoid estate taxes through a foreign trust, says Virginia attorney Howard Zaritsky, an expert on
foreign trusts.

"If it's tried, it will be an interesting trial,” agrees Mr. Kanter, who is now of counsel to Neal Gerber &
Eisenberg, the law firm that represents the Pritzker family on tax matters. "I think they'll be proved
wrong," he says, referring to the IRS, while noting that he may be a witness in the case.

Mr. Kanter has come to blows with the IRS before.

In the mid-1970s, the IRS believed he was the brains behind the controversial Castle Bank & Trust Co.
in the Bahamas -- a claim he stoutly denies.

Castle Bank was targeted by the IRS in a highly publicized investigation called Project Haven for its
alleged role in setting up tax shelters for wealthy Americans.

In the probe, an IRS informant stole a client list from the bank's president, which listed some 300
prominent Americans, including Jay Pritzker and Hugh Hefner, founder of Playboy Enterprises Inc.

1977 acquittal

Mr. Kanter was acquitted in 1977 of conspiring to conceal profits from a $ 9.1-million Nevada hotel sale
by allegedly depositing the proceeds in the now-defunct bank, but his law partner at the time, Roger
Baskes, was convicted and sentenced to two years in prison.

Harold Lipsitz, the Pritzker family's main attorney on the case, refused to commernt. Jay Pritzker was out
of the country last week and could not be reached for comment.

Generally, a foreign trust involves the creation of a trust by a foreign national, using his or her own
funds; the foreign national then appoints a third party as trustee. When acquired by the trust, the U.S.
taxpayer’s assets are theoretically no lenger considered part of the taxpayer's estate, and are managed for

the benefit of the trust's beneficiaries.
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What's tricky is that the transactions have to be at arm's length and the taxpayer has to give up control.
The IRS is refuting both propositions in the case of the A. N. Pritzker estate.

The U.S. Tax Court recently upheld the use of foreign trusts to purchase a private annuity, which
provides income to the taxpayer while sheltering asset gains from taxation. But Mr. Kanter says no
private annuities were involved in the Pritzker case.

While details have not been made public, the IRS is alleging that the late Mr. Pritzker designed the trust
"to mask his role as virtual owner of the trust property during his lifetime, rendering the entire
arrangement a sham.”

During his life, according to the IRS filing, the late Mr. Pritzker transferred more than § 94.7 million
worth of property to several foreign trusts "through a series of bargain sales and through other gratuitous

transfers."

While the IRS is taking a tough stance, experts note that the agency filed a sweeping notice of
deficiency, and the issues are likely to become much narrower as the case progresses.

Noteworthy language

Calling the arrangement a sham is "noteworthy," says Charles Bruce, a Washington attorney who
published an article on foreign trusts recently. "You don't see the government taking that position in too
many cases. There are very few cases where the government has successfully 'shammed' a foreign trust.

In the last toe-to-toe confrontation between the Pritzkers and the IRS, the government alleged that Great
Lakes Corp., the family holding compary, could not be used to offset income from Hyatt and Marmon
with losses from unrelated motion picture deals and other alleged tax shelters.

Seeking about $ 19.5 million in back taxes for the years 1971 through 1973, the IRS eventually settled
last October for $ 549,479, after U.S. Tax Court Judge Edna Parker, who is overseeing the consolidated
Pritzker tax cases, refused to allow more time for negotiations and scheduled the case for trial.

That settlement dealt with the alleged tax shelters, not whether the Pritzkers could file a consolidated
corporate return. The guts of the case had been made moot by a special provision tucked into the 1986
Tax Reform Act by Rep. Dan Rostenkowski, D-Chicago, chairman of the House Ways and Means
Committee.

The provision, designed specifically for the Pritzkers, established that Great Lakes could file a
consolidated return as a matter of law.

PRITZKER VS. THE IRS

A. N. Pritzker

Vice-chairman of Hyatt Corp. and patriarch of family empire estimated at $ 2.3 billion at the time of his
death.

Died: 2/8/86

Taxable estate: § 97,393,835

Amount in foreign trusts: $ 94,760,410

Estate tax paid: $ 0

Taxes sought by IRS: $ 53,207,409

Source: Internal Revenue Service

CRAIN'S/RICHARD CARTON

GRAPHIC: Photo, no caption, AP/WIDE WORLD
LANGUAGE: ENGLISH
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HEADLINE: Jimm Moran, master salesman
BYLINE: By Graham Button

HIGHLIGHT: .
Bom poor, James Moran beat cancer and has built a § 700 million business selling cars. He didn't beat

the Justice Department, but there's a twist on that, too.

BODY:

OLDER CHICAGOANS still remember Jim Moran from the 1950s. He was "Jim Moran the Courtesy
Man," a local TV advertising phenomenon. His Courtesy Motors was the world's largest Ford dealer; as
show host, Moran beat out Ed Sullivan and Steve Allen in a local popularity poll. Or so reported Time
magazine when it put the car dealer on its cover in 1961.

Today Moran is 71. In his first interview with a national publication in nearly three decades, Moran says
he moved to Hillsboro Beach, Fla. in 1966 when his doctor tald him he had less than a year to live. "My
whole world came crashing down at 47 years of age," Moran recalls.

Moran fought back the cancer and overcame several other health problems. And ke managed to keep his
$ 2.4 billion (sales) automotive empire, JM Family Enterprises, Inc., one of America's best-kept secrets.

M Family Enterprises has 2,300 employees in more than 25 automotive-related subsidiaries. The
centerpiece is Southeast Toyota Distributors, which Moran opened in 1968. Today Southeast is perhaps
the largest independent automotive distributor in the world. Moran has supplied some 2 million cars,
vans and trucks, and support services, to what are now 165 dealers in five southeastern states. Last year
over 151,000 Toyotas passed through Southeast's sprawling, 70-acre port and accesserizing plant in
Jacksonville. Moran also owns a company to supply parts, one for insurance, one for financing, another
for leasing, and a Puerto Rico chemical company that makes automotive paint sealants and undercoating.

That accessonizing plant was one important key to Southeast's riches. The cars armving from Japan were
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like virgin Christmas trees, waiting to be trimmed with sunroofs, vinyl tops, alloy wheels, air
conditioners, stereo radios and so on. In its heyday, Moran's accessorization subsidiary, Joyserve,
resembled a Detroit assembly line, and the profit margins on many items were phenomenal. By one
dealer's estimate, Moran was making $ 10 million a year on car pinstripes alone. With freight charges
and other mark-ups, Moran had an average pretax profit of at least $ 1,000 per car. ;

Along the way, Moran has been responsible for a number of innovations. He started the first finance
company for U.S. dealers of imported cars; his World Omni Financial Corp. now has § 2.5 billion in
loans outstanding. Moran's was the first U.S. dealer network to computerize inventory control, retail
sales reporting, and warranty claims submission. Many of his dealers have, as a result, become
multimillionaires.

Moran's hard work and creativity have amply rewarded him, too. Altogether, FORBES estimates, in
1988 M Family netted around $ 200 miltion pretax from distribution and all his other businesses. Value
of a business like this: around $ 700 million.

Moran grew up during the Depression, the only son of a Chicago cigar store clerk. He is still proud of
his Horatio Algeresque story. A few days before Moran's 14th birthday, his father died. "We had an Inish
wake on the fourth floor of 2 walkup,” says Moran. "My mother had a ham and you know, some beer
and ginger ale, and you passed the hat."

His passion was cars. Soon after graduating from high school, Moran bought a Sinclair filling station for
$ 360. He shelled out $ 75 for the first car he rebuilt, a 1936 Ford, in 1944, he installed a new clutch,
spiffed it up, and sold it for § 235. That beat pumping gas. He turned his station over to hus
brother-in-law and borrowed $ 5,000 to start a used car lot.

"That first month I made $ 3,000 -- $ 3,000?" he exclaims, as if still in awe.

Moran wanted a new car dealership and eventually got a Hudson franchise. But it was the way Moran
sold cars, not the make itself, that was Courtesy Motors' secret.

"I had a television set,” he recalls. "All I had to do was look at it and say, 'My God. What a way to
advertise cars! And nobody is doing it."" The year was 1948.

Soon he was sponsoring his own TV programs, including Wrestling from Rainbow and Sunday Night
Movies. He personally hosted a country and westem music show, and customers flocked to the
salesman/celebrity's dealership. Time would later say that Moran's voice "seizes the listener -- especially
women,” sending "shivers up and down the stitching of many a wallet and purse.” Soon Moran was
moving over 15% of Hudson's output.

When he switched to Ford in 1955 (Hudson merged with Nash-Kelvinator in 1954), Moran already had
his Chicago variety show, the Jim Moran Courtesy Hour. Moran held his own with the top stars of the
day -- Bob Hope, Mickey Rooney, Danny Thomas and many others. Within 30 days Courtesy Motors
was reportedly the world's largest Ford dealer.

By 1966 Moran was living a life far from the Irish enclave on Chicago's north side. He had a wife, three
kids, a house with a pool in the suburbs, lots of money, the admiration of the community, a vacation
home in Florida, That's when his doctors told him he had a year to live. "It's a very traumatic thing,” he
says, "when somebody hits you with that big C."

Moran turned over Courtesy Motors to his son-in-law and general manager and moved to Florida, where
he has waged a long and, say his doctors, successful fight against cancer.

But Moran was not cut out for the role of idle convalescent. Soon after arriving in Florida, he got a
Pontiac dealership. Today JM Pontiac, now based in Hollywood, Fla., is recognized by General Motors
as the nation’s largest Pontiac dealer.

Meanwhile, Toyota was trying to build sales in the U.S. It needed distributors to set up dealer networks,
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and wall willing to share profits with American entrepreneurs. Moran decided to try the Japanese.
Southeast Toyota was incorporated in Pompano Beach, Fla., and thanks to clever marketing, Moran soon

became the largest Toyota distributor in the U.S.
From merely rich, he became megawealthy.

Moran had realized early on that he needed the best relations with Toyota's top officers, who would
ultimately decide how many care he could get. Moran, says a former Toyota Motor Sales U.S.A.
executive, "has done an excellent job of catering to the Japanese need for stroking. He's real good at
stroking up front, and then stroking below the table.” According to documents obtained by FORBES and
corroborated by former Southeast Toyota employees, Moran agreed from the beginning to pay at least
one top Japanese officer $ 10 for every car sold above a predetermined level. Moran denies any such
arrangement existed.

We now meet the skeleton in Moran's closet. In 1973 something called Project Haven came to light. This
was, at the time, the largest-ever [RS probe into tax evasion through the use of offshore tax havens. IRS
agents sureptitiously obtained the contents of a briefcase belonging to an officer of Castle Bank &
Trust, of Nassau, Bahamas. (The Supreme Court later ruled that the evidence could not be suppressed by
the defendants.)

In the briefcase was a list of prominent Americans with accounts at Castle Bank: Chicago's Pritzker
family; actor Tony Curtis; Playboy's Hugh Hefner; Penthouse's Bob Guccione; the late Morris (Moe)
Dalitz, known for his ties to the Teamsters and the mob; and Jim Moran and three top Japanese Toyota
officials.

One of those Toyota officials, Shoji Hattord, then in charge of Toyota's U.S. operation, was later indicted
for allegedly using Castle Bank to evade taxes on kickbacks from three Toyota distributors (Moran was
not among them) for awarding Toyota distributorships; Hattori fled the country, and remains a fugitive
from U.S. justice.

Project Haven opened a Pandora's box. According to IRS investigators, Castle Bank & Trust had been
created to evade U.S. taxes. Among the bank's key players was Burton Kanter, a noted Chicago tax
specialist whose clients included members of Cleveland's organized crime fraternity. The authorities
wanted to know more about Kanter and Castle Bank.

In 1978, more than five years after Project Haven made headlines, Moran was indicted for criminal tax
fraud. He hired a Hollywood, Fla. lawyer, Steadman Stahl Jr., to defend him.

Moran cut -- or thought he'd cut -- a deal with the Justice Department. In return for immunity, he would
provide the feds with evidence establishing Kanter's ownership in Castle Bank. According to people
familiar with the case, Moran delivered his side of the bargain. But then the inexplicable happened:
Moran's lawyer, Stahl, moved to have the evidence sealed. And the Justice Department's lawyers agreed.
No Kanter, no immunity deal with Moran.

In 1984 Moran pleaded guilty to seven counts of filing false individual and corporate tax returns. He
drew a suspended two-year sentence, a civil settlement in excess of $ 12 million, and a community
service requirement that he satisfied by establishing a training center where underprivileged children
leamn car maintenance.

What went wrong? Alan Block, a criminologist at Penn State University who has written a monograph
about organized crime and the IRS in the Bahamas, and has carefully reviewed the Moran case, thinks
Moran was victimized. "I believe Moran produced the evidence necessary to go after Kanter," says
Black. "It's quite clear, in my mind, that Justice did not honor its deal with Moran.” In Block's opinion,
Kanter used Justice Department connections to derail the case.

Why would Justice not have honored its deal? Richard Jaffe, now an investigator in the Florida state
attorney's office, was the IRS agent who led the Project Haven investigation. Donald Van Koughnet, 2
Florida attorney, is a specialist in legitimate offshore trusts; he was also involved in the later stages of
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Morar’s defense. Both Jaffe and Van Koughnet believe that Stahl, and pethaps lawyers inside the Justice
Department, were trying to protect Kanter. Under this somewhat conspiratorial theory, Moran was

simply the fall guy.

Another fall guy was Roger Baskes, a partner in Kanter's Chicage law firm. He was convicted of setting
up tax evasion schemes in Castle Bank for his clients. Kanter faced tax conspiracy charges in a case
arising out of Project Haven; he was acquitted in 1977, and to this day maintains he was never a
principal in Castle Bank.

One thing is clear. In asking Steadman Stahl to defend him, Moran could have done better. In 1985 Stahl
was convicted of obstructing justice while defending a local drug kingpin. Stzhl served two years and
has been readmitted to the Florida bar. Asked about his alleged misrepresentation of Moran, Stahl
dismisses it as a "vicious lie." He contends -- and at least one Justice official involved in the case backs
him up -- that the evidence provided in Moran's defense wasn't sufficient to prosecute Kanter.

Why then did Stahl move to seal the evidence? Stahl says that by prior agreement with the government,
the evidence would not be made publie if it was not compelling.

What says victim Moran, if victim he was? Nothing. He's muzzied. Williams & Connolly, Moran's
current counsel, has strongly advised him to say nothing about his tax case.

"Every bone in my body says yes, I should talk about it, but my lawyers say no," says Moran. And so the
skeleton still rattles.

Why bother with a decade-old tax case? Because it took a heavy toll on Moran -- he says it caused his
stroke in 1983 -- and because it could have cost him his business. Under the terms of its distributorship
agreement, Toyota could have terminated Moran's franchise. But Toyota apparently wasn't prepared to
part company with the man once responsible for selling nearly one out of every five Toyotas in the U.S.
Says Don Sigmon, a Toyota dealer in Greenville, N.C.: "I can assure you that [Toyota Chairman] Eiji
Toyoda and President [Shoichiro] Toyoda love Jim Moran. He has always been a producer.”

Many of the dealers who get their cars from Southeast also think highly of Moran. In years past he has
flown virtually every Southeast dealer or general manager, with their spouses, to an annual
all-expenses-paid gala, usually in places like Hawaii or even Tokyo. Topping off thesc occasions was a
multimillion-dollar money pool -- funded by Southeast and the dealers -- called the "cashbash," in which
dealers could draw for cash prizes of up to $ 100,000.

"Everybody like money," reasens Moran, who says he has doled our $ 100,000 bonuses to people
making $ 50,000 salary. "Hey -- that gets his attention,” says the master salesman. "You couldn't drive
“him off with a baseball bat."

But life with Toyota took on a troubling cast with the introduction of car import quotas in 1981.
Overnight, dealers had to fight for cars that were in short supply. Under Toyota's "turn-to-earn”
allocation system -~ in which the 12 U.S. distributors, company-owned and private, competed for
monthly allocations from Japan -- competition for cars among distributors grew fierce.

Some of Southeast's district managers began encouraging dealers to file false sales reports, so as to get
more cars. This backfired when, in 1986, a few North Carolina dealers who refused to go along with the
alleged scheme petitioned state regulators to revoke Moran's license to operate.

The key plaintiff in a $ 40 million suit against Southeast Toyota was North Carolina's first (and most
successful) Toyota dealer, Garson Rice. He had vied against Moran for the original Southeast franchise
back in 1968. Now he won some revenge from Moran in the form of a staggering $ 22 million
out-of-court settlement.

Moran had other dealer problems when the rising yen jacked up prices and competition from new
imports and better-made domestics started squeezing margins. But instead of cutting prices to its dealers,
Southeast basically held the line.
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Sensing Moran's vulnerability after the sefﬂermm with Rice, other dealers are beginning to grumbie.
Richard Beasley, a prominent South Carolina banker and Toyota dealer, has filed 2 § 70 million
complaint thata representame of Southeast falsified his books and coerced his deale ership to file false
saIes reports under the threat of loss of his franchise. Moran denjes all the charges and vows to i
Beasley vigorously.

ight

According to some estimates, half of Toyota's U.S. dealers lost money in 1988. Cars are starting 1o back
up on dealer lots. In January Moran scaled back h=s accessonizing opnravor bv more than one-third and
announced price reductions. This ¥ vear, there will be no motivational trips to Hawail.

The future of Moran's JM Family Enterprises after its founder passes from he scene is by no means
clear Toyota's long-term goal, accordmc to some observers, 1§ to regain conirol of its three remaining
independent dzstrbatorsth% mchzmnc Moran's. But for now, oran has renewed his franchise

agreement for six more years.

"I've been asstred fram the top on down that [ have it ad infinitum,” says Moran. "But," he adds,
"nothing ts forever.” Moran has done what he can to Concmtratv contro! within his mmxlv Bestdes
son- mJaw John McNally and daughter Pat {both pob\)11 ceessors), Moran's second wife, his son

James Jr. and danghter Arline (Vic\all» s wife) are all key e\vu.mps or at least cn the board.

Moran himself contirues to work a nine-hour dav, six days a week. Hard work is as much a part of h
as the gruesome cancer surgery scars he offers to show a FORBES renoner Recalling that Sinclair
station he hought with § 360 in 1939 he says: "I worked seven days a week, from 6 aﬂ in m«a momin
10 o'clock at mght, 365 days a year,” Retiremen:? "I wouldn't know what to do with myszlf." he rephiss.

"I'd go crazy.”

GRAPHIC: Picture 1, Jarnes Moran in front of Southeast Toyota's headquarters, In his heyday, he sold
one out of ev ery five Toyoms in the U.S. Bill Wax; Picture 2, Moran as cover subject and TV star “The
Courtesy Man."; Picture 3, Moran as cover subject and TV star “The Courtesy Man.", Chicago Tribune
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SYBIL KENNEDY: T agreed to take Mr. Wolstomecroft to dirner. And
whlle we were at dinner, I had given Mr. Casper a Key to my apartment.
Mr. Wolstonecroft left hls briefcase in my apartment. .

NORM CASPER [Undercover agent tor IRS]: I opened up the briefcase
and handed the-- the documents to an IRS agent. And they fllmed it,
handed 1t back to me, and I placed 1t back 1ln the briefcase.

MIKZ WALLACE: So you and Wolstonecroft--

KENNEDY: Went back to the apartment. He plcked up the bdrlefease.
He never knew that 1t had even been touched.

MORLEZY SAFER: Come along with us tonight to 2 place you've probably
never heard of, & place ycu're net likely to visit, a place where
the streets do run with gold, where a cltlzen never pays a doctor's
bill, never pays rent, never pays taxes; man fcr man, woman for
woman, chlild for child, the richest people on earth.

DAN RATHER: This ds the kxind of thing we're talking adcut.
[Special effect]
Is thls the most complicated thing of 1ts sort you'wve ever been 1nto?

BARRY BIEDERMAN [Senior VP, Needhazm-Harper ad agencyj: Oh, I--
Absolutely. I think 1t's probably the most complicasted specilal
alfects Job ever done on television commercials.

WALLACE: I'm Mlke Wallsce.

SAFER: i’m Morley Safer. Dan Rather 1s on assignment. In 2 moment,
those stories and more tonight on 60 MINUTES.

[Announcements]
["THE CASTLE BANK CAPER"]

MIKE WALLACE: "The Castle Bank Caper"” 1s a story about taxes. Ncbody
wants to pay more taxes than he has to -~ legally. That 13 called tex
avoldance. Tax evasion 1s another thing. That is 1llegal. Well,
both dodges - avoidance arnd evasion - are posslble for Americans In
some tiny off-shore 1slands 1n the Caribbean, 1slands called tax
havene. Some Americans dolng business there, banking there, pay no
income tax, no capltal gains tax., Indeed, thoses islands have been
described in the U,S. Congress as "pirate nations"” that each year
defraud the United States of hundreds of millicns of dollars. Well,
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a Miaml private detective declded he wanted to help save gome of thoss
mlillons for the United States, so he went to work on 1i%. His name
15 Nerman Casper.

Norm Casper lives on Key Bilscayne near Mlami. At first glance, he
looks llke any other modest suburban home owner. But in fact he
worked two years as an undercover agent for IRS. is code
designation, TW-24.

NORM CASPER: That was a code designation for Trade Winds, and
obviausly I must have been the twenty-fourth informant that came
along. I don't know what happened to the other twenty-threa.
WALLACE: You were pald how much?

CASPER: Approximately twenty-six thousand dollars.
WALLACE: Over a perilod of two years?
A little over two years.

Paid by the U.S. Government?

Correct.

Casper's target lay fifty miles off Flerida in the Bahamas.
outfit called Castle Bank and Trust.

These ars the offlces of Castle Bank and Trust in downtown Nassau ~
like most banks in the Bahamas, a private institution. There are nc
tellers inslde (they don't want depositors just walking in off the
street) but they are sald to handle more than a guarter billion
dellars 1n gssets. There are a few employees 1in there; madest
quarters; a shredding machine. And Internal Revenue was sald to b=
curious about thelr clients.

CASPER: I know that when I first got involved with Castle Bank and
Trust, that there was an almost paranoid fear of the IRS.

WALLACE: The IRS was stymled 1n 1t¢s efforts to find out more about
Castle Bank by the Bahamas Bank secrecy laws. A barnk employee there
can go to jall for reveallng Information about depositors.

ZR: Mr. Wallace, the banking laws over there have been formulatsd
vy and simply %o hide money. If 1t's completely above board, why
all the secrecy?

WALLACE: Not just Casper, but Congressman Ben Rosenthal, of th
Coemmittee tnat oversees the IRS, complains about Bahamlan secr

EP. BINJAMIN ROSENTEAL [Dem., New York]: There 1s in fact a Berlin
21l surrounding the Bashamas, and there's virtually no way that that
overnment will cooperate with our government in asslstlng-- azssisting

=
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the enforcement of United States tax laws. And additilonally, they
make it easy for 11llicit money, illegally obtalned money, to find
its way lnto channels in which 1t can rest and net only aveld taxes,
but aveld accountabillilty.

WALLACE: The Governcr of the Central Bank cf the 3Bshamas 1s Basil
Doraldson.

Wnat 1f you have reason tc belleve that some cof the people who are
barking here in the Bazhamas and private banks have been breaking cur

laws, United States laws? Does that interest ycu?
COVERNOR DONALDSON: Well, that ~— that 1Is not-- With respect,
that's-— that's a matter for the Unlted States Government

WALLACE: But don't you--

ZOVERNOR DONALDSON: Could we-— could you expect a small country like
+he Bahamas Lo spend all 1is time, with our limlted rescurces, limited
personnel, pollcing the citizens of the United States? I mean, this
would—- this would occupy cur time. This 1s a2 matter for ths United
Stetes Government to do. JYt~- 1% simply 1ndlcates that the United
States Government is not delng 1ts own pollizing.
WALLACE: Well, Norman Casper was hired by the Irntelligence Divislon
cf IRS to try to finger U.S. tax evaders 1n the Bahamas, and that 1is
whera Castle Bank came under scrutiny. Based largsly on Casper's
reports, the IRS came to believe Castle Bank was just a sham. Neot 1n
truth an offshore bank owned and run by Bzhamlans. but a captive
institution effectively controlled by Americans, who were using the
barnk to hide thelr elients' meney, not to aveld taxes but to evade
them. And evasion 1s 1llegal.

CASPER: If it's all legitimate, why such paranola, why suck a fezr?
Why?

WALLACE: - The key to the Castle Bank puzzle was 1in finding cu® wnich
americans had accounts with Castle Bank. And one man who knew was
Michael Wolstonecroft, the Manager of Castle Bank, whom Casper had
pefriended. The breakthrough came during one of Wolstonecroft's
trips to Miami.

You got hold of the content
Wolstonecroft. You smile,

CASPER: That 1s correct,
WATLLACE: By what means?
CASPER: I employed a Tema.ie.

WALLACE: By the name of Sybil Kennedy?
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CASFER: That 1is correct.

SYRIL XENNEDY: T agreed te sake Mr. Wolstonecroft to dimner. And
wnille we were at dinner, I had gilven MNr. Casper a key to my apartment.
Mr, Welstonecroft left his briefcase in my apartment.

CASPER: I rewoved the briefcase, and took It to ancother location;

cpened up the briefease, and handed the-— the documents to an IRS

agent. And they fllmed 1t, handed 1t back to me, and I placed 1t back

in the briefease.

WALLACE: So you and Wolstonecrcflt-—

DY: Went back to the apartment. Hs eked up his briefcase,
ne

E pi
He rnever knew that 1t had even been touchsd,

E: A few weeks later, Casper agalin eniistsd Sybil Kennedy,

zime to f£ly to Nassau For a weeksnd visit with Mike Wolstonecroft.
Hexr misslon: to steal a leodet that contained data on Castle Bank's
clients. Her chance came when 1 alst recroft, who was showing her
zround the empty bank, left her ne for a few minutes.

XENNEDY: What I had was a small sultcase, whi h looked Ilke a
cketbcok, and I slipped the Relodex into it, which ©1t just

To £
perfectly. The next day I returned to Miamil with the Rolodex stdill
in my purse, and fturned it over to Mr. Casper.

WALLACE You never worried that-- that what you wers dolng was dirt
pool?

XENNEDY: I kmew it was dirty pool. Yes, 1 g. w—— Certainly I knew
it was dirty pool. But 1% was necessary; 1t bad to be done. Hey, =
love thls country, and I fsel that the Ameri: teople were-— are
beling Tobbed.

WALLACE Casper pald Sybil Xemnedy five hundred dollars for her wOTK.
They put togsther a list of three hundrad eilght Castle Bank accounts.
Now, the fact that scmeone's name was on that 1llst does not necessarily
mean something 1llegzl was going on. But 1t gave the IAS a place to
start, and some prominent names were turned up. U.S. magarine
publishers, largs American corporaticns, Hol waoc* figures, and sgven
in Cleveland.

individuals with old connections to organized crime
Again, Basll Dcnaldson.

Sovernor Donaldson, what would you do tl2
Bank was deallng with Americans the ¥

crganized crime?

if vou found cut tha
T vs are connecte

)-" <

ast
g‘:f‘
GOVERNOR DONALDSON: If I found 1t out officially?

WALLACE: Yeah.

GOVERNOR DONALDSON: I would reccmmend to the ¥inister immedlately © that
the bank would be delicensed. This weuld be my-— my lmmedlate regctlon.
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WALLACE: Now you do knew that, according to the IRS, the 1dst of
depesitors lifted from Wolstonecroft's briefcase had the name of
several men (I believe seven) allegedly connected with crganized crime
in Qhlc, who are doing--

irk that is--
that it 1s--

GOVERNOR DONALDSON: I-- I don't know this. See, I
nce
¢ States. And what

that 1s the real difference. I think the differe
1t has been alleged by varlous medla in the Unite
I'm saying to you--

WALLACE: Well you—— you've sSesn these npames. Have you tried to check
this out with Castle Bank?

GCVERNOR DONALDSON: Ch, yes. Yes.
WALLACE: You have?

GOVERNOR DONALDSON: Yes.

WALLACE: Ard?

ormal bhasils,
document--

GOVERNCR DONALDSON: Ca
r

stle Bank informs ms, o
that the persons who ars

mentioned dn this par

]

WALLACE: Right.
GOVERNOR DONALDSON: ~--zre nct doing business wiih them.
WALLACE: Any nmore.

GOVERNOR DONALDSON: Well-- [laughing]l I am talk--

WALLACE: That could be 1t?

GOVERNOR DONALDSON: Thna* could be 1t. I ar talking at the
time. I dldn't say, "Did these peaple ever dc tusiness with you?®

I say, “Are these people....?" You knew. [Laughing]

WALLACE: . I see.

Ancther Castle Bank connection. This is the Bahamian White House.

It 1s also the private residence of Lynden PFindling, the Prime
Minister of the Bahamas, who acquired 1t at a ccst of feur runmdred
and fifty thousand dollars. He borrowed flfty thousand dollars
toward the purchase price from Castle Bank and Trust.

Last year, Norm Casper's work and the gsecre:t IRS investigation were
revealed, and tempcrarily rcadblocked, by the then-new hezd of the

IRS himself, Donald Alexander.

DONALD ALEXANDER [Commissioner, IRS]: One of my orimary ob
has been Tto see to 1t that the Tnternal Revenue Service res
individual rights, that its employees always cperate within
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in conducting Investigation
activliiiss to those appropT

anfercement agency.

WALLACE: Alexandear's statement dismayed many in the Justlce Departnm
T wought the material purloined by Casper could bc legally used
iy prosscutlon, and that Alexander’s statement could undermine
ase. Yet long belore all that, news of wi the IRS was up to
“a2d to one of the nsn most closely asscclabsd with Castle Bank -
nt Chicago lawyer Burton Cant U.S5. tax atterney to Castle
. He's already under indictme on case involw
ithy Castle Bank cilent.

oT,
in =

Who owns Castle Bank?

WALLACE: You peally don't xnow wha?
CANTOR: I really don't kmow.

WALLACE: And you're nct even cu “iou

WALLACE: VYou'lrs Just——

an internal IRS memo,
sy

ch says, '"Ths

:
&
;

LACE:. I guote to veu
&

dated April thirtietih, hi
evidence thus far adduced r cap%ivs
foredgn financlal insti tax practitioners in
conspiracies with their W ra bought theair
packaged scheomes. Sounds p the iave you : mind.

Well, let’s assums i
't know what any of &
the crime?
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Cantor out of Chicago. If that is true, says the S, then Castle
Bank is not & trus tax haven; 1t is a sham, and its trust accounts
are evading U.S. taxes illegally. But Burt Cantor agserts the IRS
doesn't understand 1ts own tax lawa.

CANTOR: What are the schemes that allegedly are teing purveyed?
Wnat are the schemes in conjunciion with these galthy cllients?

WATLACE: Tax evaslon; not aveldance, whnich 1s your business, tut tax
evasion, whiceh should not be your business.

CANTOR: You're quite right. It should not, and 1s not. Tax
M = >
avoldance 1s my business.

WALLACE: You know that, according So IRS memos, many of the people
who had accounts at Casztle Bank indicated on their U.S5. income tax

returns that they had no forelgn bank accounts.

CANTOR: ng me that. I don’t Xnow thas.
WALLACE: ge witn any of your clients?

ANTOR: To the best of my knowledge, it weuld mos be srue wlith any
£ our clients; or at least, 1f they did so, 1t was contrary tc any
dvice we would have given them. .

I cartons of suments have bteen
st months, Mest of these files
Cantoer denies ordsering the

WALLACE: We have learnac that sev
shredded at Castle Banx over the p
invoelre clients of Rurton Cantor.
shredding.

do
+
t

ami lawyer Paul Helliwell, ancther of castle Bank's U.8. lawyers,
is also said to be an obisct of IHS investigatlon. Norm Casgper says
nis contacts in Masssu told him that Helliwell, like Cantor, played &
major rele in running Castle Bank.

BELLIWELL: Well, I don't knmow who told him that, but mo

<
direction of their cperation d4id not ccme from me, We have given
them advice, We have told them hew we think dccumerts and so forth
snould be set up; how 2 dank should be run, whell it's a Bakhamian
sank, an American bank, or any other banxk tha o be an arca
in which we have a certain amount of expertls

& of the

WALLACE: What do you think of the motlves and tne operaticn of
Norman Casper?
HELLIWELL: I just~- It I just

don't think 1t's proper. a very American

way to do L

WALLACE: Helliwell c¢zlls 1t un-American.

CASPER: He does?
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JALLACE: Yes. Told me that this afternccn.

CASPER; Tell me something. How 1s 1% Amerlcan tc have secret bank
accounts, to siphon money off? Mr, Wallace, you are paylng for this,
polnt blank, you and everyone else, because more-—~ fewer and fewer
are-- are belng asked tec supply more and more mcney.

WALLACE: What yecu're dolng 1s setting yourself up, for what you
percelve to be the best of motives, as a paid vigilante.

CASPER: No~-—
WALLACE: And yetf, 1n the course of performing ycur dutles as
informant, vigllante, or wherever, you yoursel? break the law.

CASPER: I'd do 1t again.

GOVERNCR DONALDSON: As I see 1t, th
agencies suech as the IRS in the lows
frustration, and T can sympathlze wil

e 2 some members in--
on who feel a-- a real
frustratlon, becauss they
oophecles in the tex laws.
These people are relatively lew-pald. And wh hey see somebody
setting up a btrust, you xnow, and--"and they're zatle tc do all this
legally, 1t frustrates themn. Sc naturally they begin te go after

these people. Thils-— thls-- this isn't a meney struggle. We're
talking about a fundamental class stru e, strangely enough, 1n the
United Stetes. 4nd 1t 1s =z class struggle. It's a class struggle
between the heves and-— betwesn the haves and the have-nots.
WALLACE: Sc, a men like Norman Casper, you cen understand his-- his
nctives?

GOVERNCR DONALDSON: Oh, oh, ok, I can understand it, yes. I mean,
that-- that 1s gulfe understandable.

WALLACE: Arnd you reallze, of courss, that it is your feelings about
secrecy here 1n the Bahamas, your willingness to let avoiders, and
aven evaders--—

GOVERNOR DONALDSON: Yes.

WALLACZ: -—-take advantage of your laws.

COVERNOR DONALDSON: Oh, weXl, this is-—- this is true 1in 1ife. I
think you have to recognize that there 1s no perfect situatlon. That,
in fact, becsuse the laws here are set up to accommodate avoldance,
one cannct ssy that there might be the evaders that slip through, and
one must asccept this as a fact of 1ife.

WALLACE: But Norm Casper doesn't acce t as a fact of 1life. He
finds himself wilth lots of time on hils ds, while just a few miles
away in Miaml a federal grand jury continues to teke testimeny on
Castle Bank and Trust. But thils man, who played such a blg role 1in
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getting tne investigation geilng, 1s no longe
He was cut off by the IRS after Commissioner
Norm Casper's out of a job, broke; yet sure

rp
1

oviding information.
zznder blew hils cover.
dorne.

CASPER: I belleve that each person has to view me as he will, end I
canriot help what they think st thils point. I have dene what I think
1s right, and I would do it again

WALLACE: Just thils week, Norm Casper brought a %ten millieon dollsr

sult against the U.S. Government. He claims that, by his public
statements, Irternal Ravenue boss Donald Alexander blew Casper's
cover, put his 1ife in danger, and made 1t impessible for him to f£iné
other work.

[Annocurncements]

["ABU DHABI"]

MORLEY SAFER: Our next story is one that was drcoped a Few weeks ago
when a football game once again ran over into our time peried For
those of you in the Far West who've already en 1t, we beg your

se N
1ndulgence while we show 1t te the rest of the counbry.

Once upen & time, 1in the shifting sands of sou olz, there was
a tribes called the Banyas. Even by %the standard e nlneteenth
century, they were poor. They were nomadilic herdsmen: a few goats

and a few camels. And according to the few explorers *to entered the
area, they were dangerous, toc; as like to tear you apart fer your
shoes as say, "Good morning." They wandered about in search of water,
and finally settled on 2n island in the FPersian Gulf which they called
Abu Dhabi.

And there they remalned for centurles - even to zhis day. Just listen
to how a 19th century British geographer describes the place and the
veople: 'Immeasurable tracts of inhospltable stoney dese . the
rapaclty of guides and <he extorticnate dermands of petty chileftains
when they have once got the stranger in thelr powsr..."

A1l this, together wilth the hs
aspect of the desert are enoug
indefatigable of travelers.

cllimate and the forbildding

at tha
o} deter evern the most couragecus and

In thils century, when hard cash became 2 nece
practlced a little plracy along the Gulfl cca
really straln themselves nde nya.
recommend them - excspt n 2
everything would get I ; r
L

zns luck. The

£ course,
abcut the
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Senate Permanent Subcommittee
On Investigations

EXHIBIT# __ 61d

Exhibit 61d.

Fitzgerald case documents
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UNITED STATES DISTRICT COURT
DISTRICT OF MASSACHUSETTS

UNITED STATES OF AMERICA ) 93 - 1 O Z
) 149
V. 3 CR. NO.
Y
JOSEPH CARDONE and ) VIOLATIONS:
JOHN E. FITZGERALD ) l8 U.s.C. § 1862(4d)

18 U.S.C. § 1957

INDRICTMENT

The Grand Jury charges that:

COUNT ONE
(18 U.s.C. § 1962(d))

1. From a date in or before 1383 through a date in or about
1952, the exact dates being unknown to the Grand Jury, in the
District of Massachusetts and elsewhere, the defendants

7 JOSEFPH CARDONE and JOHN E. FITZGERALD
along with Joseph P. Murray, Jr., and other persons known and
unknown to the Grand Jury did constitute an Enterpriée within the
meaning of Title 18,'United States Code, Section 1%61(4), that is,
a group of individuals asscciated in fact which engaged in varicus
criminal activities, consisting of acts indictable under Title 18,
United States Code, Section 1552 {relating to interstate travel in
aid of racketeering), Section 1956 (relating to the laundering of
monetary instruments), Section 1957 (relating to engaging in
monetary transactions in property derived from specified unlawful
activity), under;s Title 21, United States Code, Section &41
(relating to the possession with intent to distribute and the
distribution of contrclled substances), Section 846 (relating to

conspiracy to violaﬁe controlled substances laws), and under Title
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841(a) (1) and Title 18, United States-Code, Section 2.

B.
Racketeering Acts Involving
The Yaundering of Monetary Instruments

Racketeering Act B-1

a. on or about May 29, 19%0, in tHe District of
Massachusetts, JOSEPH CARDONE did knowingly and willfully conduct
and attempt to conduct a financial transaction affecting interstate
and foreign commerce by purchasing Century Bank and Trust
Treasurer’s check number 145234 1in the amount of twenty-two
thousand seven hundred dollars ($22,700), which involved the
proceeds of a specified unlawful activity, namely, an offense
invelving the manufacture, importation, sale and distribution of a
controlled substance, (1) with the intent to promote the carrying
on of specified unlawful activity, namely, an offense involving the
manufacture, importation, sale and distribution of a controlled
substance and (2) knowing that the transaction was designed in
whole and in part to conceal and disguise the nature, location,
source, ownership, and control of the proceeds of said specified
uniawful activity, and while conducting and attempting to conduct
such financial transaction JOSEPH CARDONE knew that the property
involved in the financial transa